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WILL  JOBS  BE  AMERICA'S  BIGGEST  EXPORT 

UNDER  NAFTA? 


THURSDAY,  APRIL  1,  1993 

U.S.  Senate, 
Subcommittee  on  Oversight  of  Government 
Management,  Committee  on  Governmental  Affairs, 

Washington,  DC. 

The  Subcommittee  met,  pursuant  to  notice,  at  9:04  a.m.,  in  room 
SD-342,  Dirksen  Senate  Office  Building,  Hon.  Carl  M.  Levin,  Chair- 
man of  the  Subcommittee,  presiding. 

Present:  Senators  Levin,  Akaka,  and  McCain. 

Staff  Present:  Linda  J.  Gustitus,  Staff  Director  and  Chief  Coun- 
sel; Alison  Pascale,  Legislative  Assistant  to  Senator  Levin;  Frankie 
de  Vergie,  Chief  Clerk;  Kim  Corthell,  Minority  Staff  Director; 
Roger  Martino,  Majority  Legislative  Fellow;  and  Nate  Rice,  Majori- 
ty Intern. 

OPENING  STATEMENT  OF  SENATOR  LEVIN 

Senator  Levin.  Good  morning,  everybody.  We  are  going  to  start 
close  to  on  time  this  morning  because  we  have  a  vote  at  9:45,  and  it 
is  going  to  be  a  little  bit  cut  up.  So  we  are  going  to  have  to  recess 
probably  at  around  9:45  for  a  few  minutes.  We  will  go  over  and 
vote.  We  expect  a  number  of  other  Senators  here  this  morning,  and 
then  we  will  come  back. 

There  is  a  classic  paraphrase  of  the  Hippocratic  oath  that  re- 
minds us  that  practitioners  of  medicine  are  first  sworn  "to  do  no 
harm."  It  is  an  important  warning  in  any  discipline,  and  especially 
in  Government  when  the  decisions  that  we  make  affect  millions  of 
lives  and  the  futures  of  thousands  of  communities.  One  of  those  de- 
cisions is  scheduled  to  come  before  Congress  soon,  and  that  is  the 
new  proposed  treaty  with  Mexico  and  Canada  called  the  North 
American  Free  Trade  Agreement. 

We  have  been  told  not  to  worry  about  potential  job  loss  from  this 
agreement,  that  the  net  effect  will  boost  the  economy  of  the  three 
nations  as  Mexico  becomes  a  market  for  our  goods  and  our  serv- 
ices. But  our  ability  to  predict  our  economic  future  depends  upon 
our  ability  to  assess  our  past  and  our  present  performance.  And 
when  it  comes  to  the  movement  of  jobs  to  Mexico,  our  Govern- 
ment's information  is  full  of  holes. 

Before  we  can  begin  to  know  if  this  agreement  not  only  "does  no 
harm"  but  actually  serves  the  interests  of  the  United  States,  it  is 
our  job  to  understand  the  current  situation  as  clearly  as  we  can. 

(1) 


The  Republic  of  Mexico  established  in  1965  what  is  called  the 
maquiladora  program.  This  program  allows  American  companies  to 
ship  raw  materials  and  parts  into  Mexico  duty-free,  providing  the 
finished  or  partially  assembled  product  is  shipped  back  to  the 
United  States  or  exported  to  a  third  country. 

With  labor  rates  in  Mexico  a  fraction  of  our  labor  rates  in  the 
United  States — the  minimum  wage  in  Mexico,  for  example,  is  57 
cents — and  with  regulatory  enforcement  in  Mexico  weak,  some 
2,000  maquiladora  plants  are  now  operating  in  Mexico.  A  large  por- 
tion of  those  plants  are  owned  by  or  operated  on  behalf  of  Ameri- 
can companies.  But  what  does  the  Federal  Government  know  about 
how  many  of  those  plants  are  actually  plants  that  were  moved 
from  the  United  States  to  Mexico?  The  answer  is:  Not  much.  And  if 
we  don't  have  sufficient  information  about  what  has  happened  in 
the  past,  we  can  have  little  confidence  in  our  ability  to  judge  the 
impacts  of  a  new  policy. 

The  Subcommittee  has  learned  that  the  Federal  Government 
simply  does  not  know  with  any  precision  how  many  American  jobs 
have  been  lost  to  plant  relocation  in  Mexico  over  the  past  decade. 
So  it  certainly  doesn't  know  why  companies  make  such  a  move  and 
what  may  induce  them  to  do  so  in  the  future.  That  failure  means 
that  the  Federal  Government  has  no  statistical  basis  to  measure 
the  impact  of  NAFTA  on  American  jobs. 

We  asked  the  Congressional  Research  Service  to  analyze  the  re- 
sponses that  we  got  from  the  Departments  of  Labor  and  Commerce 
when  we  asked  them  for  information  on  job  movement  to  Mexico. 
The  CRS  concluded  that  despite  15  years  of  congressional  interest 
in  and  requests  for  this  information,  the  data  is  still  unavailable. 
According  to  CRS,  and  I  am  quoting: 

"[A]fter  two  legislative  attempts  to  mandate  collection  of  these 
data,  the  Government  publishes  no  counts  of  U.S.  plant  closings, 
and  almost  no  information  on  plant  relocations  .  .  .  [N]o  compre- 
hensive Federal  data  are  regularly  published  on  how  many  plants 
have  relocated  to  Mexico,  where  the  plsmts  have  relocated  from, 
what  industries  they  are  in,  and  how  many  U.S.  jobs  have  been  lost 
as  a  result  .  .  .  No  complete  Government  data  base  tracks  business 
decisions  pre-NAFTA  .  .  .  Without  full  data  on  current  relocation 
trends,  it  becomes  even  more  difficult  to  estimate  with  any  reliabil- 
ity the  potential  for  additional  plants  moving  to  Mexico  (and  the 
consequences  of  such  dislocation)  after  the  added  incentive  of 
NAFTA." 

That  is  what  the  CRS  says  about  the  missing  information  that 
we  have  on  plant  relocations,  and  the  consequences  of  our  lack  of 
data,  the  CRS  states,  is  that  our  policy  decisions  are  being  made,  to 
a  great  extent,  "in  the  dark."  I  am  releasing  a  copy  of  that  CRS 
report  relative  to  the  lack  of  data  base  that  this  Government  does 
not  have.  I  am  releasing  a  copy  of  that  report  at  this  hearing  this 
morning. 

Today  we  have  a  witness  representing  the  privately  funded  Re- 
source Center  of  Albuquerque,  New  Mexico,  which  has  tried  to  do 
what  the  Federal  Government  has  failed  to  do.  It  has  attempted  to 
track  plant  movement  to  Mexico.  To  do  this,  it  had  to  scour  news- 
paper articles,  talk  with  local  and  international  unions,  review 
American  and  Mexican  directories  on  foreign-owned  maquiladoras 


in  Mexico  and  other  private  data  collected  by  various  organiza- 
tions. Today  it  will  release  the  list  of  197  plants  that  it  has  con- 
firmed moved  from  the  United  States  to  Mexico  since  1983.  This  is 
only  a  partial  list  of  plant  movement  to  Mexico.  First,  it  is  based 
on  a  very  narrow  definition  of  plant  closing;  second,  it  does  not  in- 
clude an  additional  300-plus  plants  that  the  Resource  Center  sus- 
pects have  moved  to  Mexico  but  are  still  being  verified;  and,  third, 
as  their  representative,  Harry  Browne  will  testify,  there  is  a  signif- 
icant number  of  categories  of  job  losses  which  they  have  simply  ex- 
cluded from  their  survey. 

The  map  on  the  wall  is  a  representation  of  the  Resource  Center's 
list  of  197  plants  that  they  have  confirmed  to  date  that  have  moved 
to  Mexico.^  The  map  next  to  it  shows  the  number  of  Mexican 
plants  that  the  Resource  Center  believes  have  moved  to  the  United 
States  during  the  same  period.  ^  That  map  is  a  blank.  The  maps 
speak  for  themselves. 

In  looking  at  the  tjrpes  of  jobs  that  have  been  created  in  Mexico's 
maquiladora  area,  it  is  apparent  that  the  jobs  that  have  been 
moving  to  Mexico  are  not  low-wage  jobs.  About  three-quarters  of 
the  maquiladora  jobs  are  in  the  electronics  and  motor  vehicle  in- 
dustries, in  which  wages  are  either  close  to  average  or  well  above 
average. 

Today  we  will  also  see  what  it  means  to  lose  a  job  when  a  plant 
closes  in  the  United  States.  We  will  hear  from  three  witnesses  who 
lost  their  jobs  despite  some  20  years  of  employment  with  their 
former  companies.  They  were  given  little  or  no  severance  pay  and 
were  actually  directed  to  pack  their  own  equipment  up  and  ship  it 
to  Mexico.  Some  of  their  colleagues  were  even  directed  to  go  to 
Mexico  to  train  the  work  force  that  took  their  jobs. 

These  experienced  workers,  many  of  them  in  their  50's,  found 
themselves  out  of  a  job,  with  little  hope  of  starting  over.  The  Sub- 
committee staff  looked  at  whether  retraining  programs  were  avail- 
\  able  and  to  what  extent  they  were  helpful.  At  both  plants,  of  those 
workers  deemed  eligible  for  retraining,  42  percent  took  part  in 
some  t3rpe  of  training.  At  the  Michigan  plant,  39  of  the  79  partici- 
pating in  a  training  program  found  some  type  of  job,  but  only  7  to 
10  people  found  jobs  at  comparable  wages.  At  the  Indiana  plant, 
only  24  of  the  101  workers  participating  in  retraining  found  jobs; 
the  average  wage  earned  was  just  a  little  over  $6  an  hour.  In  short, 
the  retraining  opportunities  were  ^nly  marjginally  helpful. 

The  Subcommittee  invited  both  companies  involved  in  these  job 
losses,  Modine  Heat  Transfer  and  United  Technologies  Automotive, 
to  send  representatives  to  testify  today,  and  they  both  declined  the 
invitation. 

Even  as  we  hold  this  hearing  today,  Mexico's  low  wages  are 
being  touted  in  promotional  literature  generated  to  entice  Ameri- 
can companies  to  move  to  Mexico,  both  by  Mexican  governments 
and  brokers  and  "shelter"  operators  eager  to  move  American  com- 
panies to  Mexico.  Brokers  are  companies  created  for  the  sole  pur- 
pose of  promotion  plant  relocation  to  Mexico  and  making  the  move 
as  easy  as  possible.  Shelter  operators  go  beyond  brokers  and  actual- 


i  See  page  234. 
*  See  page  235. 


ly  often  rent  the  building,  hire  the  employees,  and  manage  the  day- 
to-day  operations  of  a  Mexican  plant  on  behalf  of  a  company. 

I  have  enlarged  one  example  of  promotional  literature,  which  is 
an  advertisement  by  the  government  of  the  Mexican  state  of  Yuca- 
tan. It  shows  an  American  businessman  scratching  his  head  and 
saying  to  himself:  "I  can't  find  good,  loyal  workers  for  a  dollar  an 
hour  within  a  thousand  miles  of  here." 

The  advertisement  then  goes  on  to  point  out  that  such  workers 
are,  indeed,  available  in  the  Mexican  province  of  Yucatan.  "Yes 
You  Can  in  Yucatan,"  it  says.  "When  the  U.S.  is  too  expensive  and 
the  Far  East  too  far,  we  are  only  460  miles  and  90  minutes  by  air 
from  the  United  States.  Labor  costs  average  under  $1  an  hour,  in- 
cluding benefits.  Far  lower  than  in  the  Far  East.  And  you  could 
save  over  $15,000  a  year,  per  worker,  if  you  had  an  offshore  produc- 
tion plant  here."  ^ 

We  have  a  witness  today,  Tom  Fairfax,  who  was  employed  as  a 
shelter  operator  for  a  number  of  years,  and  he  will  tell  us  just  how 
these  companies  work,  what  motivates  their  customers — American 
manufacturers — to  move  to  Mexico  and  how  they  go  about  moving. 
Having  been  directly  involved  in  plant  relocation  to  Mexico,  Mr. 
Fairfax  will  also  give  us  his  perspective  on  what  NAFTA  will  mean 
to  that  process. 

In  conclusion,  today  we  will  see  the  painful  anatomy  of  two  plant 
closings  and  hear  about  the  movement  of  those  plants  to  Mexico. 
We  will  see  that  the  promise  of  retraining  to  those  left  behind  is  no 
substitute  for  a  job  and  in  only  a  minority  of  the  cases  led  to  a  job. 
We  will  hear  testimony  from  an  individual  who  has  worked  closely 
with  companies  that  have  moved  to  Mexico  who  would  tell  us  that 
there  will  be  an  increase  in  those  plant  closings  under  NAFTA. 
And,  of  great  importance,  we  yoll  see  just  how  inadequate  our  Gov- 
ernment data  is  for  telling  us  how  many  and  what  types  of  Ameri- 
can manufacturing  jobs  have  gone  to  Mexico. 

Prepared  Statement  of  Senator  Levin 

There  is  a  classic  paraphrase  of  Hippocrates'  "Physician's  Oath"  that  reminds 
practitioners  of  medicine,  "First,  do  no  harm."  It  is  an  important  warning  in  any 
discipline  and  especially  in  Government  when  the  decisions  we  make  affect  millions 
of  lives  and  jobs  and  the  futures  of  thousands  of  communities.  One  of  those  decisions 
is  scheduled  to  come  before  Congress  soon,  and  that  is  the  new  economic  treaty  with 
Mexico  and  Canada  called  the  North  American  Free  Trade  Agreement. 

We've  been  told  not  to  worry  about  potential  job  loss  from  this  treaty;  that  the 
net  effect  will  boost  the  economies  of  the  three  nations  as  Mexico  becomes  a  market 
for  our  goods  and  services.  But  our  ability  to  predict  our  economic  future  depends 
upon  our  cdi>ility  to  assess  our  past  and  present  performance,  and  when  it  comes  to 
the  movement  of  iobs  to  Mexico,  our  Grovemment's  information  is  full  of  gaps. 

Before  we  can  b^in  to  know  if  this  treaty  not  only  "does  no  harm"  but  actually 
serves  the  interests  of  the  United  States,  it's  our  job  to  imderstand  the  current  situ- 
ation as  clearly  as  we  can. 

The  Republic  of  Mexico  established  in  1965  what  is  called  the  Maquiladora  pro- 
gram. This  program  allows  U.S.  companies  to  ship  raw  materials  and  parts  into 
Mexico  duty  fr^  providing  the  finished  or  partially  assembled  product  is  shipped 
back  to  the  U.S.  or  exported  to  another  country. 

With  labor  rates  in  Mexico  a  fraction  of  labor  rates  in  the  United  States — the 
minimum  wage  in  Mexico,  for  example,  is  57  cents — and  with  regulatory  enforce- 
ment in  Mexico  weak,  some  2,000  maquiladora  plants  are  now  operating  in  Mexico. 
A  large  portion  of  those  plants  are  owned  by  or  operated  on  behalf  of  American 
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companies.  But  what  does  the  Federal  Government  know  about  how  many  of  those 
plants  are  actually  plants  that  were  moved  from  the  U.S.  to  Mexico?  The  answer  is, 
not  much.  And  if  we  don't  have  sufficient  information  about  what's  happened  in  the 
past,  we  can  have  little  confidence  in  our  ability  to  judge  the  impacts  of  a  new 
policy. 

The  Subcommittee  has  learned  that  the  Federal  Government  simply  does  not 
know  with  any  precision  how  many  American  jobs  have  been  lost  to  plant  relocation 
in  Mexico  over  the  past  decade.  So  it  certainly  doesn't  know  why  companies  make 
such  a  move  and  what  may  induce  them  to  do  so  in  the  future.  "That  failure  means 
the  Federal  Government  has  no  statistical  basis  to  measure  the  impact  of  NAFTA 
on  American  jobs. 

We  asked  the  Congressional  Research  Service  to  analyze  the  responses  we  got 
from  the  Departments  of  Labor  and  Commerce  when  we  asked  them  for  information 
on  job  movement  to  Mexico.  CRS  concluded  that  despite  15  years  of  Congressional 
interest  in  and  requests  for  this  information,  the  data  is  still  unavailable.  According 
to  CRS: 

"[A]fter  two  legislative  attempts  to  mandate  collection  of  these  data,  the 
Government  publishes  no  counts  of  U.S.  plant  closings,  and  almost  no  infor- 
mation on  plant  relocations  .  .  .  [N]o  comprehensive  Federal  data  are  regu- 
larly published  on  how  many  plants  have  relocated  to  Mexico,  where  the 
plants  have  relocated  from,  what  industries  they  are  in,  and  how  many  U.S. 
jobs  have  been  lost  as  a  result.  .  .  .  No  complete  Government  data  base 
tracks  business  decisions  pre-NAFTA.  .  .  .  Without  full  data  on  current  re- 
location trends,  it  becomes  even  more  difficult  to  estimate  with  any  reliabil- 
ity the  potential  for  additional  plants  moving  to  Mexico  (and  the  conse- 
quences of  such  dislocation)  after  the  added  incentive  of  NAFTA." 

The  consequences  of  our  lack  of  data,  CRS  states,  is  that  our  policy  decisions  are 
being  made,  to  a  great  extent,  "in  the  dark."  I'm  releasing  a  copy  of  that  CRS 
report  at  this  hearing. 

Today  we  have  a  witness  representing  the  non-profit,  privately-funded  Resource 
Center  of  Albuquerque,  New  Mexico,  which  has  tried  to  do  what  the  Federal  Gov- 
ernment has  failed  to  do.  It  has  attempted  to  track  plant  movement  to  Mexico.  To 
do  this,  it  had  to  scour  newspaper  articles,  talk  with  local  and  international  unions, 
and  review  U.S.  and  Mexican  directories  on  foreign-owned  maquiladoras  in  Mexico 
and  other  private  data  collected  by  various  organizations.  Today  it  will  release  the 
list  of  197  plants  it  has  confirmed  moved  from  the  U.S.  to  Mexico  since  1983.  First, 
it  is  based  on  a  very  narrow  definition  of  plant  closing;  second,  it  does  not  include 
an  additional  300-plus  plants  that  the  Resource  Center  suspects  have  moved  to 
Mexico  but  are  still  being  verified;  and  third,  as  their  representative,  Harry  Browne 
will  testify,  there  is  a  significant  number  of  categories  of  job  losses  which  they  have 
simply  excluded  from  their  survey. 

The  maps  on  the  wall  represent  the  Resource  Center's  list  of  197  plants  that  they 
have  confirmed  to  date  that  have  moved  to  Mexico.  It  shows  the  partial,  anecdotal 
evidence.  The  map  next  to  it  shows  the  number  of  Mexican  plants  that  the  Resource 
Center  believes  have  moved  to  the  U.S.  during  the  same  period,  1983-93.  I  think  the 
maps  speak  for  themselves. 

In  looking  at  the  types  of  jobs  that  have  been  created  in  Mexico's  maquiladora 
section,  it  is  apparent  that  the  jobs  that  have  been  moving  to  Mexico  are  not  low- 
wage  jobs.  Three-quarters  of  the  maquiladora  jobs  are  in  the  electronics  and  motor 
vehicle  industries,  in  which  wages  are  either  close  to  average  or  well  above  average. 

Today  we  will  see  what  it  means  to  lose  a  job  when  a  plant  closes  in  the  United 
States.  We  will  hear  from  three  witnesses  who  lost  their  jobs  despite  some  20  years 
of  emplojrment  with  their  former  companies.  They  were  given  little  or  no  severance 
pay  and  were  actually  directed  to  pack  up  their  own  equipment  and  ship  it  to 
Mexico.  Some  of  their  colleagues  were  even  directed  to  go  to  Mexico  to  train  the 
work  force  that  took  their  jobs. 

These  experienced  workers,  many  of  them  in  their  50's,  found  themselves  out  of  a 
job,  with  little  hope  of  starting  over.  The  Subcommittee  staff  looked  at  whether  re- 
training programs  were  available  and  to  what  extent  they  were  helpful.  At  both 
plants,  of  those  workers  deemed  eligible  for  retraining,  42  percent  took  part  in  some 
t5T)e  of  training.  At  the  Michigan  plant,  39  of  the  79  participating  in  a  training  pro- 
gram found  some  type  of  job,  but  only  7-10  people  found  jobs  at  comparable  wages. 
At  the  Indiana  plant,  only  24  of  the  101  workers  participating  in  retraining  found 
jobs;  the  average  wage  earned  was  just  a  little  over  $6  an  hour.  In  short,  the  retrain- 
ing opportunities  were  only  marginally  helpful. 


The  Subcommittee  invited  both  companies  involved  in  these  job  losses,  Modine 
Heat  Transfer  and  United  Technologies  Automotive,  to  send  representatives  to  testi- 
fy today,  and  they  both  declined  the  invitation. 

Even  as  we  hold  this  hearing  today,  Mexico's  low  wages  are  being  touted  in  pro- 
motional literature  generated  to  entice  U.S.  companies  to  move  to  Mexico — both  by 
Mexican  governments  and  brokers  and  "shelter"  operators  eager  to  move  U.S.  com- 
panies to  Mexico.  Brokers  are  companies  created  for  the  sole  purpose  of  promotion 
plant  relocation  to  Mexico  and  making  the  move  as  easy  as  possible.  Shelter  opera- 
tors go  beyond  brokers  smd  actually  may  rent  a  building,  hire  the  employees  and 
manage  the  day-to-day  operations  of  a  Mexican  plant  on  behalf  of  a  company. 

I  have  enlarged  one  example  of  promotional  literature,  which  is  an  advertisement 
by  the  government  of  the  Mexican  state  of  Yucatan.  It  shows  an  American  business- 
man scratching  his  head  and  saying  to  himself:  "I  can't  find  good,  loyal  workers  for 
a  dollar  an  hour  within  a  thousand  miles  of  here."  The  advertisement  then  goes  on 
to  point  out  that  such  workers  are  indeed  available  in  the  Mexican  province  of  Yu- 
catan. "Yes  You  Can  in  Yucatan!"  it  says.  "When  the  U.S.  is  too  expensive  and  the 
Far  East  too  far.  "We're  only  460  miles  and  90  minutes  by  air  from  the  U.S.  Labor 
costs  aversige  under  $1  an  hour,  including  benefits.  Far  lower  thjm  in  the  Far  East. 
And  you  could  save  over  $15,000  a  year,  per  worker,  if  you  had  an  offshore  produc- 
tion plant  here." 

We  have  a  witness  today,  Tom  Fairfax,  who  was  employed  as  a  shelter  operator 
for  a  number  of  years,  emd  he  will  tell  us  just  how  these  companies  work,  what  mo- 
tivates their  customers — American  manufacturers — to  move  to  Mexico  and  how 
they  go  about  moving.  Having  been  directly  involved  in  plant  relocation  to  Mexico, 
Mr.  Fairfax  will  also  give  us  his  perspective  on  what  NAFTA  will  mean  to  that 
process. 

In  conclusion,  today  we  will  see  the  painful  anatomy  of  two  plant  closings  and 
hear  about  the  movement  of  those  plants  to  Mexico.  We  will  see  that  the  promise  of 
retraining  to  those  left  behind  is  no  substitute  for  a  job  and  in  only  a  minority  of 
the  cases  led  to  a  job.  We  will  hear  testimony  from  an  individual  who  has  worked 
closely  with  companies  that  have  moved  to  Mexico  who  will  tell  us  that  there  will 
be  an  increase  in  those  plant  closings  under  NAFTA.  And  finally  we  will  see  just 
how  inadequate  our  Grovernment  data  is  for  telling  us  how  many  and  what  types  of 
American  manufacturing  jobs  have  gone  to  Mexico. 

Senator  Levin.  We  are  pleased  to  have  Senator  McCain  with  us 
this  morning.  Senator  McCain. 

OPENING  STATEMENT  OF  SENATOR  McCAIN 

Senator  McCain.  Thank  you,  Mr.  Chairman. 

I  recognize  your  concerns  about  a  North  Americ£m  Free  Trade 
Agreement,  and  I  welcome  the  opportunity  for  members  of  this 
Subcommittee  to  examine  the  impact  of  NAFTA  on  emplo3mient  in 
the  U.S. 

I  might  add  that  I  have  examined  this  impact  for  many  years 
now.  It  is  clear  to  me  that  there  will  be  a  net  increase  in  jobs.  I  can 
provide  many  studies  in  order  to  indicate  those  facts. 

I  also  would  refer  you  to  the  large  body  of  economists  who  be- 
lieve that  free  trade  with  Mexico  and  Canada  and,  indeed,  this 
entire  hemisphere  is  the  best  thing  that  can  happen  to  America.  I 
can  point  to  you  history  of  the  Smoot-Hawley  Tariff  Act  that  most 
historians  will  tell  you  was  a  direct  contributor  to  the  exacerbation 
of  relations  with  Japan  which  brought  on  World  War  II. 

The  fact  is  that  Adam  Smith,  in  "Wealth  of  Nations,"  pointed 
out  graphically,  as  have  most  economists  that  I  know,  that  free 
trade  is  a  way  to  obtain  prosperity  for  all  nations  involved,  and  the 
opposite  happens  when  free  trade  is  abandoned. 

I  believe  that  a  free  trade  agreement  with  Mexico  will  be  of  tre- 
mendous benefit  to  our  Nation.  Already  the  policies  of  President 
Salinas  have  been  of  enormous  benefit  to  my  State.  We  have  cre- 
ated an  additional  20,000  jobs  in  the  State  of  Arizona  as  a  result  of 


the  policies  enacted  by  the  Salinas  government.  Our  entire  trade 
with  Mexico  is  now  up  to  $40  billion  and  created  400,000  new  jobs 
for  Americans.  We  now  have  a  $5.4  billion  trade  surplus  with 
Mexico.  Mexico  purchases  70  percent  of  its  imports  from  the 
United  States  and  is  our  fastest  growing  export  market. 

I  am  sympathetic  to  individual  cases  of  employees  being  dis- 
placed due  to  plant  movement  and  increased  foreign  competition.  I 
will  support  whatever  legislation  is  necessary  to  ensure  that  they 
receive  the  kind  of  consideration  that  they  deserve  as  a  result  of 
job  relocation,  just  as  I  will  continue  to  support  legislation  for  our 
displaced  defense  workers  who,  by  the  hundreds  of  thousands,  are 
now  losing  their  jobs  because  of  the  necessary  cuts  in  our  defense 
spending  as  we  adjust  to  a  new  world,  post-cold  war  era  and  cuts  in 
defense  spending. 

The  fact  is  that  the  North  American  Free  Trade  Agreement  will 
eliminate  Mexican  tariffs  that  are  generally  more  than  twice  as 
high  as  tariffs  in  the  U.S.,  and  it  will  remove  other  trade  barriers 
such  as  import  licenses.  In  order  to  quality  for  duty-free  status 
under  NAFTA,  goods  will  generally  have  to  be  either  grown  in 
North  America  or  produced  largely  from  North  American  parts. 

I  think  it  is  also  important  to  comment  on  the  impact  of  NAFTA 
on  wages  in  the  United  States.  The  Commerce  Department  has 
stated  that  jobs  related  to  trade  with  Mexico  pay  significantly 
better  than  the  average  U.S.  job.  The  International  Trade  Commis- 
sion report  predicts  that  NAFTA  will  result  in  a  slight  increase  in 
overall  U.S.  wages,  not  a  decline. 

I  remain  concerned  about  unfair  competition  resulting  from  for- 
eign governments  that  heavily  subsidize  their  industries  and  from 
the  Nations  across  the  globe  that  refuse  to  let  American  goods  into 
their  markets.  To  address  these  problems,  we  must  strive  to  negoti- 
ate a  reduction  of  protectionism  and  enforce  existing  U.S.  trade 
laws.  We  should  not  take  a  step  backwards  and  allow  the  perpetua- 
tion of  mutually  counterproductive  trade  barriers  and  restrictive 
tariffs  with  Mexico. 

NAFTA  also  includes  snap-back  provisions  which  will  allow  the 
reimposition  of  market  protections  if  imports  from  Mexico  threaten 
significant  damage  to  certain  U.S.  imports.  I  would  also  add  that 
there  are  significant  efforts  being  made  on  both  sides  of  the  border 
to  address  environmental  problems.  Those  that  criticize  Mexican 
environmental  problems,  I  would  remind  you  that  historically  poor 
nations  do  not  address  environmental  issues;  rich  nations  do.  And 
the  Government  of  Mexico,  as  a  percent  of  their  GNP,  are  spending 
more  money  on  environmental  issues  and  environmental  problems 
than  the  United  States  of  America  is. 

Finally,  Mr.  Chairman,  I  think  that  balance  has  always  been  a 
trademark  of  your  conduct  of  hearings  and  your  addressing  of  the 
issues.  I  would  hope  that  at  some  time  possibly  we  could  have  a 
hearing  where  those  who  are  in  favor  of  the  North  American  Free 
Trade  Agreement,  those  who  work  for  companies  and  corporations 
that  have  increased,  such  as  in  my  State,  have  seen  an  increase  in 
benefits  to  themselves  and  their  employees  so  that  we  can  get  addi- 
tional views. 

I  want  to  again  state  that  my  sympathy  for  those  who  have  been 
displaced  because  of  the  North  American  Free  Trade  Agreement  is 
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profound.  My  sympathy  for  those  defense  workers  who  are  losing 
their  jobs,  high-pa5dng  jobs,  is  profound.  My  S5m[ipathy  for  those 
workers  whose  companies  have  gone  to  Taiwan  and  Korea  and  Ma- 
laysia and  other  parts  of  the  world  is  also  profound. 

Our  job  is  to  do  what  we  can  to  assist  these  workers  in  obtaining 
the  kind  of  training  necessary  and  the  kind  of  job  opportunities 
that  we  want  for  all  of  them.  But  the  overall  broad  view  picture,  in 
my  view,  in  my  conviction,  after  years  of  study,  is  that  a  North 
American  Free  Trade  Agreement — indeed,  a  hemispheric  free  trade 
agreement — is  in  the  best  interest  of  all  Americans  and  for  the 
future  of  this  Nation. 

I  thank  you,  Mr.  Chairman. 

Senator  Levin.  Thank  you.  Senator  McCain. 

We  are  going  to  start  with  our  first  witness  this  morning.  Tom 
Fairfax  is  the  former  owner  of  a  successful  shelter  operation,  a 
company  that  assisted  American  companies  in  opening  plants  in 
Mexico.  A  shelter  operation  can  handle  all  aspects  of  a  U.S.  compa- 
ny's Mexican  operation  and  can  sanitize  the  process  by  providing 
the  factory  hiring,  the  firing,  managing  the  work  force,  recom- 
mending the  rate  of  pay,  and  dealing  with  Mexican  regulations. 

I  am  particularly  pleased  that  Mr.  Fairfax  is  testifying  today  be- 
cause he  will  be  able  to  provide  this  Subcommittee  with  invaluable 
insight  as  to  why  companies  move  to  Mexico,  and  he  can  provide  us 
with  his  prediction  of  the  impact  of  NAFTA  on  plant  movement  to 
Mexico. 

Mr.  Fairfax,  we  want  to  welcome  you  and  thank  you  for  coming 
a  long  distance  to  be  with  us  this  morning.  Your  entire  testimony 
will  be  made  part  of  the  record,  and  we  would  appreciate  your  just 
telling  us  the  highlights. 

TESTIMONY  OF  TOM  FAIRFAX,  ^  FORMER  BROKER  AND 
"SHELTER  OPERATOR,"  RANCHO  SANTA  MARGARITA,  CA 

Mr.  Fairfax.  Thank  you,  Mr.  Chairman,  for  this  opportunity  to 
bring  my  experience  to  bear  on  this  important  issue.  It  is  both  a 
pleasure  and  an  honor  to  be  before  this  Committee  today. 

It  is  important  that  we  have  a  clear  understanding  of  what  the 
maquiladora  program  really  is,  or,  more  appropriately,  we  should 
discuss  what  it  is  not.  It  is  not  a  joint  U.S.-Mexico  program.  It  was 
developed  by  the  Mexican  Government  in  1965  and  bears  the 
formal  title  of  "Border  Industrialization  Program." 

The  intent  of  this  program  was  to  entice  Mexican  citizens  away 
from  the  concentrated  urban  areas,  such  as  Mexico  City,  and  indus- 
trialize the  border  regions.  I  do  not  believe  that  it  was  a  premedi- 
tated effort  on  the  part  of  Mexico  to  steal  jobs  away  from  U.S. 
workers. 

The  thinking  in  1965  was  that  since  the  U.S.  was  experiencing 
dramatic  growth,  Mexico  could  be  utilized  as  a  place  for  expansion, 
not  displacement.  In  the  mid-1980's,  when  the  maquiladora  pro- 
gram experienced  its  most  dramatic  growth,  it  was  simply  a  case  of 
being  in  the  right  place  at  the  right  time. 
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It  is  not  a  place  where  defenseless  workers  are  taken  advantage 
of  by  subjecting  them  to  inhumane  working  conditions.  Labor  laws 
in  Mexico  are  far  more  protective  than  in  the  United  States,  and 
their  mandated  fringe  benefits  probably  rank  as  one  of  the  highest 
in  the  world.  However,  lax  enforcement  does  allow  for  some  abuse. 

Mexican-owned  companies  do  take  a  lot  of  leeway  and  actually 
are  allowed  certain  flexibilities.  Foreign-owned  companies  do  not 
share  in  this  relaxed  enforcement  atmosphere.  U.S.  companies  op- 
erating in  Mexico  have  their  feet  held  to  the  fire  and  are  expected 
to  follow  established  laws  to  the  "T."  There  are  some  loopholes,  but 
they  are  not  excessive. 

A  popular  part  of  the  maquiladora  is  the  shelter  plan.  In  the 
original  meaning,  it  meant  to  operate  in  Mexico  under  the  shelter 
of  an  established  corporate  umbrella,  usually  a  Mexican-owned 
company.  However,  since  a  maquiladora  can  be  100  percent  for- 
eign-owned, there  has  been  a  flood  of  American  business  people 
getting  involved  as  middlemen  and  brokers,  soliciting  U.S.  compa- 
nies at  a  feverish  pace  to  move  their  operations  south  of  the 
border. 

Shelter  operators  typically  charge  their  clients  by  the  hour.  This 
single  rate  will  include  all  the  payroll  expenses  and  indirect  costs 
such  as  rent.  For  a  factory  of  100  workers  making  a  low-technology 
product,  a  charge  rate  of  $5  an  hour  would  pay  for  all  the  expenses 
of  Mexico  and  leave  a  substantial  profit  for  the  shelter  operator. 

Shelter  plan  operators  usually  handle  everjrthing  south  of  the 
border,  protecting  the  client  from  getting  involved  in  a  sea  of  red 
tape  required  to  operate  there.  In  some  cases,  the  shelter  operators 
even  have  their  own  transportation  fleets,  picking  up  and  deliver- 
ing products  at  the  client's  dock  in  the  U.S. 

There  are  many  more  U.S.  companies  involved  in  Mexico  than 
the  official  recordls  will  ever  indicate  because  the  shelter  operators 
will  sometimes  act  as  the  importer  of  record  for  U.S.  Customs  pur- 
poses. By  doing  so,  the  U.S.  client  is  not  listed  anywhere  on  any 
documentation,  and  thus  enjoys  an  almost  transparent  existence 
there. 

One  of  the  things  that  became  clearly  evident  in  the  first  year  of 
our  company's  existence  was  that  you  cannot  talk  anyone  into 
moving  to  Mexico  who  is  not  already  predisposed  to  do  so,  or  at 
least  predisposed  to  do  something.  The  risks  are  simply  too  great. 
They  must  feel  some  significant  pressure  to  improve  their  profit- 
ability or  to  avoid  regulatory  pressure  that  they  feel  will  eat  away 
at  an  already  anemic  profit  and  have  basically  already  settled  on 
reducing  the  costs  of  their  direct  labor  content  as  a  method  of  re- 
gaining their  competitive  position. 

These  are  the  prospective  clients  for  the  maquiladora  and  the 
shelter  plan  operators.  These  companies  will  usually  have  low-  to 
medium-technology  products  that  are  labor  intensive  to  build. 
Learning  curves  will  be  short  so  that  the  startup  in  Mexico  will  be 
relatively  quick  and  the  effects  of  excessive  turnover  will  be  mini- 
mized. The  product  will  have  little,  if  any,  duties  and  is  easy  to 
transport.  They  may  be  small  companies  or  divisions  of  the  For- 
tune 500. 

The  maquiladora  program  has  many  attractive  features:  low 
labor  rates,  48-hour  work  weeks,  close  proximity  to  the  U.S.,  in 
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some  cases  relaxed  environmental  laws.  But  these  things  alone  did 
not  make  the  program  so  attractive  as  to  cause  a  company  to  move 
there.  Once  a  company  has  already  decided  to  move  its  manufac- 
turing outside  the  U.S.,  these  attractive  features  only  help  them  to 
settle  on  Mexico. 

Companies  do  not  move  to  Mexico  because  they  want  to.  They 
move  there  because  they  feel  they  have  to.  Increased  global  compe- 
tition is  the  biggest  part  of  the  problem.  We  sold  the  rest  of  the 
world  747's,  high-speed/high-capacity  computers,  sophisticated  com- 
munication equipment,  and  even  sold  the  seminars  on  how  to  use 
all  of  this  in  a  manner  to  increase  productivity.  And  now  these  for- 
eign companies  are  using  this  equipment  and  information  to  effec- 
tively compete  Eigainst  us.  We  have  become  a  victim  of  our  own 
technology. 

Legislation  that  is  perceived  to  add  to  a  company's  cost  of  manu- 
facturing is  another  problem.  Corporate  America  is  not  democratic 
by  any  stretch  of  the  imagination.  When  the  CEO  takes  offense  to 
being  told  that  he  has  to  do  something  like  give  advance  notice 
before  laying  off  a  large  group  of  people,  he  simply  calls  a  meeting 
of  his  managers  and  says,  "I  want  you  to  investigate  alternatives. 
When  they  come  back,  he  asks  them  for  their  thoughts,  then  slams 
the  gavel  to  the  table  and  says,  "Thank  you  for  your  input.  Now 
here  is  what  we  are  going  to  do.  Load  up  the  wagons,  we  are  head- 
ing south." 

It  can  be  that  simple.  He  really  doesn't  ask  for  a  vote,  and  cer- 
tainly never  asks  the  direct  labor  workers  what  they  thought.  I  be- 
lieve that  in  recent  years  we  have  passed  certain  legislation  that 
was  popular  with  the  workers,  but  we  forgot  that  it  only  takes  one 
CEO  to  make  the  decision  to  move  out  of  the  country. 

Mismanagement  is  a  key  factor.  On  several  occasions,  I  moved 
companies  to  Mexico  that  were  convinced  that  they  had  to  do  it  to 
stay  competitive.  In  reviewing  their  manufacturing  operations  in 
preparation  for  the  move,  I  was  not  convinced  that  it  was  neces- 
sary at  all.  There  were  times  when  I  could  have  suggested  ways  of 
improving  their  existing  operations  right  where  they  were  at  and 
increased  profitability  to  an  extent  as  to  maybe  not  require  the 
move  at  all.  But  since  my  job  was  to  get  them  into  Mexico,  I  said 
nothing.  And  given  the  intense  competitiveness  of  the  shelter  plan 
business,  I  am  sure  that  every  other  operator  would,  and  will,  do 
the  same  thing. 

In  the  majority  of  companies  that  we  moved  south,  I  felt  that 
they  had  not  exhausted  all  the  avenues  available  to  them  to  in- 
crease their  competitiveness  at  home  before  deciding  on  the  move 
to  Mexico.  The  success  of  the  maquiladora  can  be  viewed  as  a 
measurement  of  our  own  failures.  To  truly  understand  the  impact 
of  what  has  transpired  here,  we  should  separate  all  the  jobs  that 
have  left  this  country  into  one  of  two  categories:  Those  that  we  le- 
gitimately lost  to  competition  and  those  that  we  gave  away  out  of 
ignorance. 

Even  without  NAFTA,  the  maquiladora  will  grow  in  size,  unfor- 
tunately at  the  expense  of  workers  in  the  U.S.  But  we  are  headed 
towards  a  leveling  out  of  the  interest  there  and  should  see  the 
amount  of  jobs  headed  to  Mexico  fall  well  below  the  level  of  new 
job  growth  in  this  country,  especially  as  the  labor  rates  there  in- 
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crease  through  natural  competition  for  the  available  skilled  labor, 
and  an  already  overtaxed  infrastructure  simply  cannot  absorb  any 
more. 

This  would  provide  some  relief  and  hopefully  allow  our  recovery 
to  go  forward  at  a  sustained  pace,  even  if  it  is  a  little  slow.  Some 
companies  have  a  legitimate  reason  for  moving  their  manufactur- 
ing operations  to  other  countries.  We  should  not  try  to  interfere 
with  them.  If  we  do  and  successfully  talk  them  out  of  it,  they  risk 
total  failure,  which  will  cause  the  elimination  of  all  jobs  in  the 
company,  not  just  the  manufacturing  ones.  Yet  we  need  to  make 
sure  that  those  who  are  thinking  about  moving  have  exhausted  all 
other  avenues  and  have  selected  this  drastic  action  as  a  last  resort. 

But  I  do  not  think  that  this  degree  of  level-headed  thinking  will 
prevail  because  the  press  in  America  has  created  a  veritable  feed- 
ing frenzy  on  NAFTA.  Companies  have  read  and  heard  about  the 
soon  to  be  unrestricted  access  to  cheap  labor  south  of  the  border 
and  are  lining  up  for  what  could  best  be  described  as  a  repeat  of 
the  California  gold  rush.  So  many  companies  are  talking  about 
their  intent  to  get  a  piece  of  this  action  that  other  companies  feel 
that  the  only  way  they  will  remain  competitive  is  to  have  a  pres- 
ence there  as  well.  Hence,  a  snowball  effect.  One  can  almost  hear  a 
universal  slogan  being  thrown  around  in  the  board  rooms:  We  will 
not  be  the  last  one  in  our  industry  to  have  a  presence  in  Mexico. 

Mr.  Chairman,  given  the  current  state  of  our  economy  and  the 
fragile  nature  of  our  recovery,  I  believe  that  we  do  not  need  and 
absolutely  cannot  afford  this  kind  of  additional  disruption  in  our 
economy  at  this  time. 

Senator  Levin.  Thank  you  very  much,  Mr.  Fairfax. 

How  easy  is  it  for  a  company  like  yours  to  set  up  a  company  in 
Mexico  and  to  move  their  operations  to  Mexico?  Can  you  just  de- 
scribe that  process  for  us? 

Mr.  Fairfax.  Our  company  was  started  by  four  individuals,  each 
of  whom  put  $2,000  capital  in,  and  within  4  years  we  had  over  350 
employees  smd  over  $4  million  a  year  in  sales. 

Senator  Levin.  How  many  plants  did  your  company  help  open  in 
Mexico? 

Mr.  Fairfax.  Six  factories  in  Mexicali  and  one  in  Tecate.  Howev- 
er, we  had  many  other  clients,  who  we  called  our  subcontract  cli- 
ents, that  did  small  amounts  of  work  in  Mexico  in  one  of  our  facto- 
ries that  was  designed  solely  for  that  purpose.  We  had  an  addition- 
al 20  to  25  clients  in  that  plant  alone. 

Senator  Levin.  Where  does  the  word  "shelter  operator"  come 
from?  What  is  being  sheltered  from  whom? 

Mr.  Fairfax.  Well,  "shelter"  is  a  term  that  has  changed  mean- 
ings as  time  has  gone  by.  Originally,  it  was  simply  to  work  under 
the  shelter  of  an  existing  corporation,  an  existing  Mexican  corpora- 
tion. The  terminologies  have  now  changed.  "Shelter"  more  preva- 
lently means  in  this  day  and  age  that  you  are  going  to  pay  for  your 
products  by  the  hour.  Shelter  plans  can  be  Mexican-owned  compa- 
nies that  are  operating  a  plant  specifically  for  a  client  in  the  U.S. 
In  some  cases,  they  are  what  we  call  captive  shelters,  where  abso- 
lutely the  only  thing  that  plant  does  is  for  one  client.  The  corpora- 
tion was  started  and  the  permits  were  pulled  specifically  for  that 
purpose  and  nothing  else. 
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Senator  Levin.  Once  you  got  an  operation  going  in  Mexico,  did 
the  supplies  for  that  operation  frequently  still  come  from  the 
United  States? 

Mr.  Fairfax.  Oh,  yes;  they  always  come  from  the  United  States. 
And  one  of  the  problems  with  Mexico  is  that  they  do  have  a  very 
poor  infrastructure  of  supplying  materials  themselves.  So  I  can  cat- 
egorically say  that  in  excess  of  99  percent  of  the  time,  the  materi- 
als always  came  from  the  United  States. 

Senator  Levin.  And  do  you  know  if  those  supplies  going  to  the 
maquiladora  area  are  counted  as  exports  from  the  United  States? 

Mr.  Fairfax.  I  don't  know  for  a  fact,  but  with  my  understanding 
of  how  Customs  does  their  accounting  and  their  paperwork,  that 
would  not  surprise  me  at  all. 

Senator  Levin.  Can  you  give  us  an  estimate  as  to  how  many 
plants  have  relocated  in  Mexico  with  the  help  of  your  type  of  com- 
pany? Do  you  have  any  estimate  of  that? 

Mr.  Fairfax.  Well,  that  would  be  difficult  to  say.  I  don't  have 
the  exact  numbers.  But  I  can  tell  you  that  a  majority  of  the  plants 
that  utilize  the  assistance  of  someone  like  a  shelter  operator  to  exe- 
cute the  move — and  they  can  utilize  that  assistance  in  many  differ- 
ent ways — sometimes  they  just  act  £is  consultants,  and  sometimes 
they  actually  set  the  whole  company  up  and  operate  it. 

Senator  Levin.  Now,  in  the  latter  case  when  they  set  the  compa- 
ny up  and  operate  it,  my  understanding  from  your  testimony  is 
that  you  could  literally  in  many  cases  actually  rent  the  facility  or 
even  build  the  facility,  handle  all  the  labor,  pay  the  labor;  is  that 
correct? 

Mr.  Fairfax.  Yes.  We  were  really  considered  to  be  their  plant 
managers  in  Mexico. 

Senator  Levin.  And  then  you  would  be  given  the  check  for  every- 
thing, including  labor,  rent,  and  everything  else,  by  the  American 
company. 

Mr.  Fairfax.  Yes. 

Senator  Levin.  So  the  American  company  could  just  write  out 
one  check  a  week  or  a  month  or  whatever. 

Mr.  Fairfax.  Exactly.  That  was  the  plan.  Our  intent  was  to 
make  it  very  easy  for  them  to  the  extent  of  where  their  activities 
in  Mexico  were  reduced  to  a  minimum  and  that  the  accounting  was 
as  simple  as  possible. 

Senator  Levin.  To  what  extent  do  shelter  operators  such  as  your- 
self facilitate  the  movement  of  plants?  Would  you  say  this  is  a  sig- 
nificant simplification  for  American  companies? 

Mr.  Fairfax.  Well,  it  can  be  very,  very  simple;  yes,  indeed.  But  I 
need  to  go  back  and  re-emphasize  the  point  that  I  made  before.  I 
would  never  talk  anybody  into  moving  to  Mexico.  That  is  literally 
impossible.  You  cannot  do  it. 

What  we  did  was  we  came  across  people  who  were  feeling  the 
need  to  do  something.  In  a  lot  of  cases,  they  had  not  made  up  their 
mind  yet  whether  they  were  going  to  go  to  the  Orient  or  go  to 
Mexico.  But  they  had  decided  that  they  were,  in  fact,  going  to  do 
something.  These  were  the  people  that  were  our  clients. 

We  tried.  I  tried  very  hard  in  the  first  year  of  our  company.  We 
spent  an  enormous  amount  of  money  on  advertising,  doing  what  we 
call  cold  calling,  and  that  resulted  in  absolutely  zero.  We  never 
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talked  anybody  into  going  to  Mexico  that  had  not  already  thought 
of  it. 

Senator  Levin.  The  thought  came  to  them  before  you  came 
along? 

Mr.  Fairfax.  Yes.  And  then  you  have  to  ask  yourself,  How  did 
they  get  the  thought?  Well,  primarily  from  the  media. 

Senator  Levin.  From  the  media? 

Mr.  Fairfax.  From  the  media. 

Senator  Levin.  And  would  you  say  the  major  reason  that  people 
are  looking  for  a  move  has  to  do  with  labor  costs? 

Mr.  Fairfax.  No. 

Senator  Levin.  What  is  the  major  reason? 

Mr.  Fairfax.  The  major  reason  that  people  move  or  anticipate  a 
move  is  competitiveness.  They  are  losing  their  margins  where  they 
currently  are.  They  are  possibly  facing  extinction  if  they  don't  do 
something. 

Senator  Levin.  Are  they  not  mainly  looking  for  cheaper  labor? 

Mr.  Fairfax.  Well,  once  they  have  their  mind  made  up  that  they 
have  to  do  something  and  then  they  start  looking  around  for  where 
they  are  going  to  go,  obviously  labor  becomes  a  very  important  part 
of  the  formula. 

Senator  Levin.  Is  that  labor  costs? 

Mr.  Fairfax.  The  labor  costs,  yes. 

Senator  Levin.  You  indicated  that  you  think  that  there  is  going 
to  be  a  snowball  effect  in  terms  of  the  movement  of  plants  under  a 
NAFTA  agreement.  Could  you  tell  us  why  you  think  there  will  be 
an  increase  in  plant  movement  under  NAFTA? 

Mr.  Fairfax.  Well,  throughout  our  history,  the  most  successful 
times  for  us  centered  around  large  media  events,  so  to  speak.  When 
California  raised  their  minimum  wage,  our  phones  started  to  ring 
off  the  hook.  When  the  Federal  Government  raised  the  minimum 
wage,  our  phones  started  to  ring  off  the  hook.  When  they  started 
talking  about  the  layoff  laws  and  things  of  that  nature — every  time 
one  of  these  came  into  view  in  the  media,  we  got  an  enormous 
amount  of  quotation  activity. 

We  spent  maybe  $300  a  year  on  advertising.  We  didn't  have  to. 
People  came  to  us. 

Senator  Levin.  What  does  that  have  to  do  with  NAFTA? 

Mr.  Fairfax.  Well,  I  think  that  because  of  all  the  attention  that 
NAFTA  is  getting  right  now,  people  are  literally  lining  up.  Every 
company  that  I  have  talked  to  on  an  informal  basis,  because  I  am 
no  longer  in  the  business,  they  want  to  know  what  my  impression 
is  because  they  are  thinking  about  setting  something  up  down 
there  or  they  have  already  dispatched  people  to  evaluate  Mexico. 

I  am  not  even  in  the  business  anymore,  and  I  still  get  phone  calls 
from  people  wanting  to  know  about  Mexico. 

Senator  Levin.  If  a  majority  of  companies  moved  under  the  shel- 
ter approach  that  you  have  described,  would  that  mean  that  a  ma- 
jority of  companies  that  move  to  Mexico  couldn't  even  be  identified 
as  American  companies?  In  other  words,  how  can  they  be  identified 
if  you  are  the  shelter?  Or  can  they  be? 

Mr.  Fairfax.  Well,  the  only  way  they  can  is  if  they  happen  to  be 
the  importer  of  record  and  their  company's  name  shows  up  on  the 
paperwork. 
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Senator  Levin.  But  if  they  are  not  the  importer  of  record? 

Mr.  Fairfax.  You  would  never  know.  And  there  are  a  lot  of 
them  down  there.  That  is  why  I  say 

Senator  Levin.  A  lot  of  them  what? 

Mr.  Fairfax.  There  are  a  lot  of  them  down  there. 

Senator  Levin.  Who  are  not  the  importer  of  record? 

Mr.  Fairfax.  Not  the  importer  of  record.  The  shelter  operators 
are  acting  as  the  importer  of  record. 

Senator  Levin.  So  in  terms  of  recordkeeping,  trying  to  figure  out 
how  many  American  companies  have  moved  to  Mexico  to  give  us  a 
data  base  in  case  NAFTA  is  approved,  we  could  not  tell  by  looking 
at  just  the  importer's  name  as  to  whether  or  not  that  was  an 
American  company  or  whether  that  was  the  shelter  operator;  is 
that  right? 

Mr.  Fairfax.  Well,  understanding  the  intricacies  of  that  business 
like  I  do,  I  could  never  figure  it  out.  I  don't  see  how  it  would  be 
possible  for  you  to. 

Senator  Levin.  To  figure  out  whether  the  company  that  you 
were  the  broker  for  or  the  shelter  operator  for  was  an  American 
company  or 

Mr.  Fairfax.  The  only  way  you  would  know  would  be  to  follow 
the  trucks  and  see  where  they  go. 

Senator  Levin.  Well,  I  think  my  10  minutes  is  up.  Senator 
McCain. 

Senator  McCain.  Thank  you,  Mr.  Chairman,  and  I  appreciate 
your  courtesy.  I  think  we  have  a  vote  at  quarter  of. 

Senator  Levin.  What  we  will  do,  Senator  McCain,  if  this  is  all 
right,  after  your  questioning  we  will  recess  for  10  minutes,  we  will 
run  over  and  vote,  and  come  back. 

Senator  McCain.  Thank  you,  Mr.  Chairman.  I  may  not  be  able  to 
come  back.  As  you  know.  Secretary  Aspin  and  Chairman  Powell 
are  testifying  before  the  Senate  Armed  Services  Committee. 

Senator  Levin.  Could  I  give  you  a  few  questions  to  ask  them? 

Senator  McCain.  Yes.  Would  you,  please? 

Thank  you,  Mr.  Fairfax.  You  have  provided  us  some  very  excel- 
lent insight  into  the  process  that  has  been  going  on  for  some  years 
now.  How  many  years  were  you  involved  in  this  particular  endeav- 
or? 

Mr.  Fairfax.  About  5  years. 

Senator  McCain.  About  5  years?  Encompassing  what  time  span? 

Mr.  Fairfax.  From  1985  to  1990. 

Senator  McCain.  I  see.  And  you  mentioned  that  publicity  sur- 
rounding certain  actions  would  increase  your  business.  You  men- 
tioned that  when  the  minimum  wage  went  up,  that  increased  your 
business.  What  other  actions? 

Mr.  Fairfax.  The  layoff  law  that  said  that  you  had  to  give  ad- 
vance notice  before  laying  off  a  certain  percentage  of  the  work 
force  created  a  lot  of  activity.  Even  the  Disabilities  Act,  even 
though  this  was  outside  of  the  time  frame  of  when  I  was  in  the 
business,  my  understanding  is  that  a  lot  of  people  were  getting  in- 
quiries because  of  that. 

Senator  McCain.  When  these  companies  came  to  you,  were  they 
contemplating  moving  or  were  they  moving  and  looking  for  a  place 
to  go  to? 
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Mr.  Fairfax.  Most  of  the  time  they  had  already  made  up  their 
mind  to  move,  and  they  were  simply  looking  for  a  place  where  they 
were  going  to  settle. 

Senator  McCain.  And  if  Mexico  had  not  been  attractive  to  them 
because  of,  say,  the  policies  of  the  Mexican  Government  for  the 
previous  20  or  30  years,  they  would  have  gone  to  Taiwan  or  Korea 
or  Malaysia? 

Mr.  Fairfax.  More  than  likely.  That  was  usually  the  second 
choice. 

Senator  McCain.  And  as  you  know,  Mr.  Fairfax — I  don't  expect 
you  to  be  an  expert  on  this — when  companies  go  to  Korea  or  Ma- 
laysia or  Taiwan,  the  parts  are  supplied  by  other  countries,  not  by 
U.S.  companies. 

Mr.  Fairfax.  Exactly.  That  was  one  of  the  selling  points  that  we 
had  for  not  displacing  any  more  workers  than  you  absolutely  had 
to.  Products  that  are  made  in  the  Far  East  are  usually  what  we 
call  "turnkey."  In  other  words,  the  company  no  longer  purchases 
the  parts,  supplies  them  to  the  operator  who  assembles  them.  They 
simply  buy  a  product  finished,  which  means  that  a  lot  of  the  sup- 
port jobs  in  the  area  of  purchasing  and  material  support  are  lost  as 
well  as  the  direct  labor  manufacturing. 

In  Mexico,  on  some  occasions,  in  the  indirect  side  we  actually 
saw  an  increase  of  people  who  were  hired  by  the  U.S.  company  just 
to  support  the  Mexico  operations.  Obviously  it  was  not  a  one-to-one 
correlation  with  the  direct  labor  force,  but  in  some  cases  they  did 
have  a  small  gain  there. 

Senator  McCain.  And  these  companies  that  came  to  you,  it  was 
not  out  of  a  lack  of  patriotism.  It  was  not  because  they  wished  to 
leave  the  United  States.  They  felt,  I  think,  as  you  testified  earlier, 
that  they  just  simply  couldn't  compete.  Is  that  accurate? 

Mr.  Fairfax.  Well,  yes.  Anytime  we  would  get  a  new  company, 
as  part  of  our  negotiating  strategy,  it  would  be  that  the  first  thing 
we  would  identify  is  what  their  motivation  truly  is,  because  that 
depends  how  we  are  going  to  put  forth  our  package  that  we  try  to 
sell  them. 

I  can  only  think  of  two  occasions  where  a  company  went  down 
there  strictly  to  increase  their  profit,  and  these  are  usually  small, 
privately  owned  companies  who  just  happen  to  have  very  aggres- 
sive owners.  You  would  never,  ever  find  a  Fortune  500  company  or 
even  a  publicly  owned  company  who  would  consider  Mexico  just  to 
increase  their  profit.  I  would  categorically  say  that  would  be  an  im- 
possibility. 

Senator  McCain.  And  so  you  made  a  number  of  visits  down  there 
as  part  of  your  work  to  the  areas  where  these  companies  were 
being  located?  Or  did  you  stay  mostly  in — did  you  visit  these  facili- 
ties once  they  had  moved? 

Mr.  Fairfax.  Oh,  yes.  I  visited  an  enormous  amount  of  facilities 
in  Mexico.  I  spent  at  least  50  percent  of  my  time  from  1985  to  1990 
in  Mexico. 

Senator  McCain.  And  did  you  notice  the  buying  habits  of  the 
workers  at  the  maquiladoras  along  the  border?  It  has  been  our  ex- 
perience in  Arizona  that  the  majority  of  the  spending  that  they  do, 
because  of  the  inferior  quality  of  Mexican-produced  products,  they 
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go  across  the  border  to  the  United  States  to  do  their  purchasing. 
Did  you  notice  that  trait? 

Mr.  Fairfax.  Yes,  and  I  can  give  you  a  very  clear  example  of 
that.  The  city  of  Calexico  in  southern  California  rests  right  on  the 
border  with  Mexicali.  Mexicali  has  a  population  of  approximately  1 
million.  Calexico  has  a  population  of  about  20,000.  I  kind  of  joking- 
ly tell  people  that  Calexico's  sole  purpose  in  life  is  to  support  Mexi- 
cali. 

When  the  drug  agent  Camarena  was  killed  and  the  borders  were, 
in  essence,  closed  for  extended  periods  of  time,  the  city  of  Calexico 
almost  went  bankrupt  because  of  the  lack  of  Mexicans  that  were 
available  to  come  and  purchase  things.  And  every  businessman  in 
Calexico  went  to  the  local  Customs  head  and  pleaded  with  him  to 
please  relax  the  restrictions  or  they  would  go  bankrupt. 

Mexicans  do  buy  a  lot  of  products  in  the  United  States.  Whether 
it  is  proportional,  I  am  not  really  sure.  I  don't  know  that  the  whole 
premise  of  NAFTA,  of  them  buying  our  products,  makes  a  lot  of 
sense.  But  they  do  buy  a  lot  at  the  border. 

Senator  McCain.  But  the  figures  of  our  exports  to  Mexico  is 
somewhat  impressive.  In  the  last  year,  I  think  you  would  agree, 
there  is  a  $5.4  billion  surplus  and 

Mr.  Fairfax.  Yes,  but  Senator  Levin  hit  on  a  very  important 
part;  that  is,  there  could  be  some  pseudo  accounting  taking  place 
where  products  that  are  destined  only  to  be  assembled  and  come 
back  may  be  counted  as  part  of  that  figure,  and  also  the  machinery 
that  is  sent  down  to  facilitate  that  assembly. 

Senator  McCain.  I  understand  that,  but  also  not  counted  in  that, 
probably,  because  I  don't  know  how  you  count  it,  is  the  amount  of 
money  that  is  spent  on  our  side  of  the  border  by  the  Mexican  wage 
earners. 

Mr.  Fairfax.  Yes.  That  would  be  hard  for  me  to  determine.  I  can 
tell  you  that  at  the  border  they  seem  to  spend  a  lot.  Whether  they 
will  spend  a  lot  of  money  throughout  the  United  States  is  another 
question. 

Senator  McCain.  Well,  as  you  know,  the  products  that  they  buy 
are  not  manufactured  on  the  border.  They  are  sold  there. 

Well,  I  just  appreciate  your  testimony  this  morning.  I  think  that 
we  have  to  take  into  consideration  all  the  factors  involved  in  why 
these  companies  move  and  what  we  can  do  as  Americans  to  keep 
them  in  the  United  States  and  what  measures  we  need  to  take. 
And  I  think  you  have  given  us  some  very  valuable  insight. 

I  thank  you,  Mr.  Chairman. 

Senator  Levin.  Thank  you.  Senator  McCain. 

We  have  a  vote  now,  and  we  will  ask  you,  Mr.  Fairfax,  if  you 
don't  mind,  to  bear  with  us  while  we  run  and  vote.  We  will  be  back 
in  about  10  minutes. 

[Recess.] 

Senator  Levin.  The  Committee  will  come  back  to  order,  and  we 
thank  you  all  for  your  understanding. 

Mr.  Fairfax,  you  have  said  that  companies  moved  to  Mexico  to 
remain  competitive  or  to  become  competitive.  When  you  broke  out 
the  percentages  that  go  into  that  decision,  that  influence  that  deci- 
sion, with  the  Committee  staff,  this  is  the  way  you  described  it,  and 
I  want  to  know  whether  or  not  I  have  it  accurately. 
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What  are  the  reasons  influencing  plants  to  move  to  Mexico? 
Fifty  percent  of  the  reason  you  said  was  wages;  20  percent  EPA 
guidelines.  Those  are  the  two  biggest  percentages.  Is  that  accurate? 
Does  that  accurately  reflect  what  you  believe? 

Mr.  Fairfax.  Yes.  Going  back  to  the  point  that  the  only  reason 
that  they  look  for  wages  is  because  they  feel  pressure  in  the  first 
place.  Once  they  start  looking,  yes,  that  was 

Senator  Levin.  And  the  pressure  that  they  feel  is  either  to 
become  competitive  or  to  remain  competitive;  is  that  right? 

Mr.  Fairfax.  Yes.  In  most  cases,  they  have  finally  woken  up  and 
realized  that  they  are  not  competitive  an5niiore  and  that  they  have 
to  do  something. 

Senator  Levin.  And  that  if  they  are  going  to  either  remain  prof- 
itable or  become  profitable,  they  have  got  to,  in  your  words,  either 
go  to  a  place  with  lower  wages  or  that  doesn't  have  the  regulatory 
guidelines  that  we  have  here? 

Mr.  Fairfax.  Yes.  In  some  cases,  that  is — in  a  lot  of  cases,  that  is 
the  truth. 

Senator  Levin.  All  right.  So  that  it  does  relate  to  profitability  in 
the  sense  that  they  want  to  remain  profitable  or  become  profitable. 

Mr.  Fairfax.  Yes,  absolutely. 

Senator  Levin.  The  other  reasons  that  you  mentioned,  smaller 
reasons  or  fewer  reasons  for  doing  that,  are  union  busting  and  ego. 

Mr.  Fairfax.  Yes. 

Senator  Levin.  Is  that  right? 

Mr.  Fairfax.  Yes. 

Senator  Levin.  What  did  you  mean  by  ego? 

Mr.  Fairfax.  Well,  that  is  what  we  refer  to  as  the  ego  trip,  and 
it  usually  was  a  small  company,  privately  owned,  a  very  aggressive 
owner  who  literally  just  wanted  to  brag  about  his  international  op- 
erations. And,  you  know,  in  reviewing  the  tjrpe  of  work  that  they 
were  doing  and  their  level  of  profitability  in  the^  IAS.  versus  what 
they  were  going  to  do  in  Mexico,  that  was  the  ohfy  thing  I  could 
come  up  with.  They  just  wanted  to  brag  about  their  international 
operations. 

In  some  cases,  the  way  that  they  structured  their  Mexico  oper- 
ations, it  ended  up  costing  them  the  same  as  they  would  have  paid 
in  the  United  States  anjrway. 

Senator  Levin.  I  want  to  go  through  the  mechanics  with  you  in 
just  a  bit  more  detail  of  using  a  shelter  operator  to  get  the  full  idea 
as  to  how  this  works. 

Let's  say  I  am  an  American  company  interested  in  moving  to 
Mexico,  and  I  want  as  little  to  do  with  the  move  as  possible.  I  call 
up  a  shelter  operator,  like  your  old  company  or  other  companies 
that  are  in  the  business. 

Now,  I  tell  the  shelter  operator,  as  I  understand  it,  what  I  need.  I 
need,  say,  10,000  square  feet  of  space.  I  need  250  employees.  I  need 
a  certain  percentage  of  those  employees  with  a  certain  skill  level, 
and  I  need  it  within,  say,  6  months. 

Can  a  shelter  operator  meet  that  request? 

Mr.  Fairfax.  Sure.  I  have  on  many  occasions.  When  we  leave 
that  meeting,  I  walk  out  and  start  a  project  plan  with  some  of  the 
people  on  my  staff,  most  of  whom,  by  the  way,  are  Mexicans  them- 
selves. We  start  a  site  search.  We  start  looking  at  the  type  of  indus- 
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try  that  we  are  going  to  be  handling  and  where  we  feel  that  the 
best  labor  force  will  be  to  handle  that. 

We  would  go  out  and  secure  three  possible  sites,  come  back  and 
make  a  presentation  as  to  what  we  thought  where  the  plant  should 
be.  We  would  also  evaluate  existing  plants  in  the  area  to  see  if  any 
of  them  fit  the  bill.  If  they  didn't,  we  would  recommend  a  design 
for  a  plant.  And  based  on  whatever  they  would  approve,  we  would 
usually  go  off  and  negotiate  the  lease  in  Mexico  on  their  behalf. 

Senator  Levin.  Now,  in  other  words,  a  shelter  operator  could  set 
up  an  operation  in  as  little  as  60  days  after  I  sign  a  contract? 

Mr.  Fairfax.  In  some  cases,  I  have  had  people  down  there  within 
2  weeks.  If  they  were  operating  under  my  umbrella — in  other 
words,  we  were  not  setting  up  a  whole  major  program  for  them. 
Say  it  was  only  10  to  15  people  worth  of  work,  I  could  literally  have 
them  down  there  in  2  weeks. 

Senator  Levin.  And  if  it  were  larger,  you  could  still  do  it  in  60 
days? 

Mr.  Fairfax.  Sixty  days  to  6  months.  If  brand  new  facilities  are 
required  and  the  massive  amount  of  leasehold  improvements  that 
usually  accompany  that,  then  it  can  take  4  to  6  months. 

Senator  Levin.  So  that  you  could  hire  all  the  employees,  and  in 
that  case  would  the  American  company  even  know  who  those 
people  are? 

Mr.  Fairfax.  Usually  we  would  take  the  top  management  posi- 
tions that  were  going  to  be  in  Mexico,  and  we  would  have  them 
interviewed,  most  of  the  time  in  the  United  States  by  the  client, 
seeking  their  approval.  Below  the  management  level,  they  had  no 
idea  who  they  were. 

Senator  Levin.  They  don't  even  know  who  the  people  are. 

Mr.  Fairfax.  No. 

Senator  Levin.  Would  the  America  company  know  their  actual 
wages? 

Mr.  Fairfax.  They  had  a  rough  idea,  but  they  didn't  know  exact- 
ly because  we  considered  that,  as  long  as  we  were  operating  under 
a  shelter  plan,  as  company  proprietary  information. 

Senator  Levin.  As  your  proprietary  information? 

Mr.  Fairfax.  Yes. 

Senator  Levin.  So  that  you  would  pay  the  wages  and  the  Ameri- 
can company  would  just  pay  you  a  lump  sum? 

Mr.  Fairfax.  Correct. 

Senator  Levin.  And  the  American  company,  then,  would  not 
even  know  what  the  actual  wages  are? 

Mr.  Fairfax.  Most  of  the  time  not.  If  it  w£is  under  our  program 
of  what  we  called  the  incubator,  where  we  were  contractually 
bound  to  turn  the  company  over  to  them  in,  say,  2  to  3  years,  then 
yes,  they  were  aware  of  everything  because  we  were  obviously  set- 
ting the  stage  for  their  budgets  that  they  were  going  to  inherit.  So 
they  did  know  ultimately. 

Senator  Levin.  In  those  cases? 

Mr.  Fairfax.  Yes. 

Senator  Levin.  But  most  of  the  time  they  would  not  know  the 
actual  wages  because  most  of  them  were  not  the  incubator  type? 

Mr.  Fairfax.  Correct.  In  a  lot  of  cases,  they  didn't  really  care. 
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Senator  Levin.  And  they  would  not  in  most  cases  know  what  the 
benefits  would  be  for  those  employees? 

Mr.  Fairfax.  The  shelter  operators  pretty  much  knew  what  the 
benefits  were  because 

Senator  Levin.  No,  I  don't  mean  the  shelter  operators.  I  mean 
the  American  companies. 

Mr.  Fairfax.  The  companies  operating  under  a  shelter  knew 
what  the  benefits  were  because  we  had  explained  that  to  them  in 
very  detailed  lengths  as  part  of  the  negotiating  of  justifying  the 
rate  that  we  were  going  to  charge  them. 

Senator  Levin.  All  right.  They  knew  what  the  law  required  the 
benefits  to  be? 

Mr.  Fairfax.  Yes. 

Senator  Levin.  But  that  would  be  by  Mexican  law? 

Mr.  Fairfax.  Yes. 

Senator  Levin.  Would  they  know  the  hours,  the  actual  hours  of 
the  employees  in  the  situation  that  we  are  tedking  about? 

Mr.  Fairfax.  Yes,  because  the  trigger  of  how  we  got  paid  was  a 
flat  rate  based  on  what  the  direct  laborers  worked.  So  we  would 
actually  have  to  submit  time  cards. 

Senator  Levin.  Well,  then,  couldn't  they  figure  out  the  actual 
wages? 

Mr.  Fairfax.  No,  not  with  just  those  two  pieces  of  information 
they  couldn't. 

Senator  Levin.  If  they  knew  what  the  benefits  were,  knew  the 
number  of  hours,  couldn't  they  just  figure  out  wages? 

Mr.  Fairfax.  Well,  no,  because  there  were  a  lot  of  other  things 
buried  in  it,  mostly  fixed  overhead,  some  variable  overhead. 

Senator  Levin.  And  they  wouldn't  know  what  that  is. 

Mr.  Fairfax.  Exactly.  All  that  was  buried  in  that  one  lump-sum 
rate.  So  it  would  have  been  fairly  difficult  for  them  to  understand. 

However,  these  companies  all  knew  what  the  going  rate  was. 
They  knew  what  the  laborers  were  more  than  likely  getting. 

Senator  Levin.  But  a  shelter  operator,  if  he  could  do  somewhat 
better  than  the  going  rate,  they  wouldn't  know  that? 

Mr.  Fairfax.  Correct. 

Senator  Levin.  And  would  they  know  the  names  of  the  employ- 
ees? 

Mr.  Fairfax.  If  we  were  submitting  time  cards  for  their  approv- 
al, yes.  But  other  than  that — unless  they  had  a  chance  to  interface 
with  them,  say  with  a  Mexican  production  planner  that  they  were 
in  regular  contact  with — that  would  be  the  only  reason  that  they 
would  know  their  names. 

Senator  Levin.  So  that  at  least  it  is  not  uncommon  that  an 
American  company  would  hire  a  shelter  operator  and  would  not 
know  the  names  of  the  people  that  are  working  for  them  down  in 
Mexico? 

Mr.  Fairfax.  I  would  say  in  a  majority  of  cases  they  did  not 
know  all  the  names  of  the  people  that  were  working  for  them.  First 
of  all,  it  would  be  impossible.  The  turnover  rate  is  so  high.  It  is  like 
a  revolving  door,  running  people  in  and  out  of  there.  So  it  would  be 
very  difficult  for  them  to  keep  tabs  on  it. 

As  the  shelter  operator,  I  usually  did  npt  know  the  names  of  all 
the  people  in  the  factories. 
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Senator  Levin.  All  right.  And  I  think  the  literature  that  we  have 
seen  from  some  shelter  operators,  not  necessarily  the  one  that  you 
were  connected  with,  says  that  the  American  management  can 
even  live  in  the  United  States  and  not  move  to  Mexico.  Is  that 
true? 

Mr.  Fairfax.  Yes.  On  the  border  regions,  we  would  recommend 
that  they  live  in  the  U.S.  But  actually,  what  we  really  wanted  is 
we  wanted  them  to  stay  out  of  Mexico  all  together. 

Senator  Levin.  To  stay  out  of  Mexico? 

Mr.  Fairfax.  Yes. 

Senator  Levin.  These  are  the  managers  of  the  plant? 

Mr.  Fairfax.  Yes,  because  they  are  very  culturally  insensitive, 
and  they  usually  cause  a  lot  of  problems  when  they  are  there.  So 
the  ideal  situation  for  us  would  be  for  them  to  let  us  run  the  facto- 
ry in  total,  just  tell  us  what  you  want,  how  many  you  want,  when 
you  want  them,  and  we  will  see  to  it.  You  know,  come  down  and 
visit  once  in  a  while.  We  will  take  you  to  lunch.  But  other  than 
that,  you  know,  try  to  stay  away. 

Senator  Levin.  These  are  called  plant  managers? 

Mr.  Fairfax.  Yes.  The  plant  managers,  the  production  managers. 

Some  of  them  took  a  very  active  role.  Some  of  them  lived  in  the 
United  States,  worked  in  Mexico,  if  you  were  talking  about  a 
border  plant.  Some  of  them  immersed  themselves  in  the  culture 
and  insisted  on  living  in  Mexico  itself. 

Senator  Levin.  But  many  of  them  did  not? 

Mr.  Fairfax.  Many  of  them  did  not.  Most  people  considered  it  a 
harsh  tour  of  duty. 

Senator  Levin.  As  a  what? 

Mr.  Fairfax.  As  a  harsh  tour  of  duty. 

Senator  Levin.  Thank  you  very  much,  Mr.  Fairfax. 

Senator  Akaka. 

Senator  Akaka.  Thank  you,  Mr.  Chairman. 

At  this  point  I  don't  have  any  questions,  Mr.  Chairman,  but  I 
will  certainly  review  the  testimony. 

Senator  Levin.  Thank  you. 

Senator  Akaka.  If  I  can,  I  would  like  to  make  a  statement. 

Senator  Levin.  Oh,  yes.  Please.  Whatever  questions  or  statement, 
please,  it  is  your  floor. 

OPENING  STATEMENT  OF  SENATOR  AKAKA 

Thank  you  very  much,  Mr.  Chairman. 

I  should  tell  you  that  in  just  briefly  reading  Mr.  Fairfax's  testi- 
mony, I  can  see  more  clearly  the  difficulties  that  we  have  in  the 
United  States  with  this  program.  I  really  was  not  aware  that  the 
Mexicans  on  their  side  would  have  an  industry  where  they  took  the 
raw  goods  and  finished  it  and  had  to  send  it  out  of  the  country  and 
not  into  the  Mexican  market,  which  means  back  to  the  United 
States  or  somewhere  else.  And  the  other  is  that  monies  that  come 
in,  foreign  monies  such  as  dollars,  would  be  exchanged  into  pesos 
and  the  workers  would  be  paid  in  pesos.  So  I  can  see  where  this 
can  really  hurt  our  industries,  and  plus  I  think  our  consumers 
would  be  delighted  with  the  kind  of  prices  they  may  get  for  those 
goods. 
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But  I  want  to  compliment  you  from  what  I  have  read  thus  far  in 
your  testimony — you  certainly  made  it  clear  as  to  the  problems  we 
are  facing  with  respect  to  the  maquiladoras  operations.  And  I  was 
also  surprised  to  note  from  your  testimony  that  there  is  an  explo- 
sion of  industries  along  the  border  doing  this  kind  of  work.  So  I 
want  to  commend  you  for  your  testimony. 

Mr.  Chairman,  I  would  like  to  make  a  brief  statement. 

Senator  Levin.  Sure. 

Senator  Akaka.  NAFTA  offers  many  unknowns  for  American  in- 
dustry, agriculture,  and  workers  they  employ.  There  are  legitimate 
concerns  over  Mexico's  health,  safety,  and  environmental  stand- 
ards, but  the  impact  of  the  trade  agreement  on  American  workers 
is  the  issue  that  concerns  us  most.  The  wsige  rate  differential  be- 
tween the  United  States  and  Mexico  is  not  mesisured  in  dollars,  but 
in  orders  of  magnitude.  Simple  economics  dictates  that  NAFTA 
will  encourage  a  move  for  U.S.  firms  to  Mexico  for  lower  wages. 
And,  Mr.  Fairfax,  you  point  that  out  in  your  testimony. 

In  Michigan,  Mr.  Chairman,  this  could  mean  loss  of  employment 
for  older  workers.  In  Ohio,  it  may  mean  that  an  assembly  line  for 
an  appliance  manufacturer  will  be  shut  down. 

NAFTA  is  a  jobs  issue  in  Hawaii  as  well.  Our  sugar  workers 
have  experienced  hardship  in  recent  years,  but  NAFTA  would 
mean  additional  losses. 

As  currently  drafted,  NAFTA  would  spell  disaster  for  sugar  be- 
cause it  would  permit  wholesale  import  substitution  of  sugar. 
Unless  import  substitution  is  outlawed,  Mexican  sugar  will  flood 
our  markets,  drive  down  prices,  and  force  U.S.  producers  out  of 
business. 

Let  me  just  quickly  point  out  what  I  mean  by  this.  Presently 
Mexico  produces  3.5  million  tons  of  sugar  annually,  and  this  is  in- 
sufficient for  the  amount  of  sugar  in  the  whole  of  Mexico.  So  what 
can  happen  here  is  that  Mexico  can  import  all  the  sugar  it  needs  to 
meet  its  demands  in  Mexico  and  use  it  in  Mexico,  but  the  sugar 
that  they  produce,  3.5  million  and  more,  they  may  ship  to  the 
United  States.  This  is  what  we  call  import  substitution,  and  this  is 
what  we  think  will  happen.  And  if  it  happens — and  we  think  it  will 
happen — it  will  hurt  our  sugar  industry. 

So  import  substitution  is  nothing  other  than  a  pass-through 
transaction.  It  creates  no  new  jobs,  no  benefits  for  Mexican  work- 
ers, and  no  real  contribution  to  Mexico's  economic  development. 

Mexican  growers  cannot  fully  supply  their  own  market,  as  I 
pointed  out,  so  the  benefits  of  NAFTA  would  only  flow  to  a  few 
Mexican  mill  owners  and  traders  who  would  reap  huge  profits  at 
the  expense  of  workers  on  both  sides  of  the  border. 

Mr.  Chairman,  thank  you  for  calling  this  hearing,  and  I  hope  we 
can  continue  to  work  together  to  examine  these  legitimate  con- 
cerns about  NAFTA. 

Again,  thank  you,  Mr.  Fairfax,  for  your  testimony. 

Mr.  Fairfax.  You  are  welcome. 

Senator  Levin.  Thank  you.  Senator  Akaka. 

When  you  review  the  transcript  of  Mr.  Fairfax's  testimony,  what 
you  are  going  to  see  is  some  very  compelling  expert  testimony 
about  NAFTA  creating  a  great  additional  loss  of  jobs  in  America 
for  the  reasons  which  Mr.  Fairfax  gave  us.  He  is  an  expert  whose 


22 

expertise  is  based  on  his  own  personal  experience,  as  you  know 
from  reading  his  testimony,  as  a  shelter  operator.  And  what  is 
striking  about  it  is  his  personal  knowledge  of  how  that  operation 
functions,  how  there  is  almost  a  total  disconnect  between  the  com- 
pany here  and  its  plant — frequently  there  is  a  disconnect — and  a 
plant  down  in  Mexico,  where  the  management  here,  for  instance, 
could  stay  in  the  United  States,  know  nothing  about  the  oper- 
ations, pay  one  check  a  month,  not  know  the  names  even  of  the 
workers. 

Also,  I  think  what  is  striking  about  Mr.  Fairfax  is  that  he  has  a 
genuine  respect  for  Mexico,  and  his  feelings  about  the  negative 
impact  of  NAFTA  on  American  jobs  does  not  come  from  any  nega- 
tive feelings  about  Mexico.  Quite  the  opposite.  We  know  from  talk- 
ing to  Mr.  Fairfax  and  it  came  through  in  his  testimony  in  a 
number  of  places  that  there  is  a  genuine  affection  for  Mexico  that 
Mr.  Fairfax  has.  I  think  that  is  important  so  that  people  do  not  see 
this  as  something  which  is — "this"  being  the  analysis  of  the  impact 
of  NAFTA,  for  instance — something  which  is  anti-Mexican.  It  is 
not.  The  question  is:  What  is  the  impact  on  America?  That  is  what 
we  have  to  look  at,  and  it  was  very  valuable  to  have  Mr.  Fairfax 
here.  I  appreciate  your  coming  as  well,  Senator  Akaka. 

Thank  you  for  your  testimony,  Mr.  Fairfax. 

Mr.  Fairfax.  If  I  might  add  one  thing.  Senator,  I  wish  Senator 
McCsiin  could  have  been  back.  He  talked  about  balance.  I  think  I 
have  a  very  bal£inced  attitude  on  this.  I  am  very  much  in  favor  of  a 
free  trade  agreement.  I  want  Mexico  to  be  strong.  I  don't  want  to 
have  to  go  down  and  defend  their  southern  borders  some  time  in 
the  future.  I  want  them  to  be  able  to  do  it  themselves. 

I  think  it  is  right,  the  concept  of  a  free  trade  agreement.  There 
are  two  things  that  I  have  problems  with  on  NAFTA.  One  of  them 
is  that  there  appears  to  be  a  lot  of  technical  deficiencies  in  it.  It 
obviously  has  been  negotiated  very  lopsidedly  in  favor  of  the  Mexi- 
cans. I  do  have  a  large  affection  for  them,  but  these  people  are  pre- 
mier negotiators,  and  it  appears  like  they  got  us — this  time. 

The  second  part  of  it  is  the  timing.  If  NAFTA  is  good  now,  it 
should  be  good  4  years  from  now.  Why  would  we  take  any  risk  with 
the  fragile  state  of  our  recovery,  of  implementing  something  that 
has  some  effects  that  may  not  be  known? 

You  stated  yourself  that  a  lot  of  the  data  in  the  past  we  simply 
can't  get  our  hands  on.  We  don't  know  what  is  going  to  happen.  We 
can  only  speculate  on  the  positive  aspects  of  NAFTA.  The  negative 
side  is  very  predictable,  though.  More  jobs  are  going  to  go. 

One  of  the  reasons  that  people  do  not  go  to  Mexico  is  because  of 
the  current  duty  rates  being  too  high  for  them.  If  you  take  those 
away,  you  will  automatically  increase  the  amount  of  people  that 
will  find  Mexico  attractive.  Add  the  media  hype,  and  you  have  got 
a  whole  bunch  more. 

Senator  Levin.  A  whole  bunch  of  what? 

Mr.  Fairfax.  A  whole  bunch  more. 

Senator  Levin.  A  whole  bunch  more  going  to  Mexico? 

Mr.  Fairfax.  Interested  in  going.  And,  you  know,  my  feeling  is 
that  once  they  are  down  there,  a  really  slick  shelter  operator  may 
talk  them  into  doing  something  that  is  not  right. 

Senator  Levin.  Such  as? 
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Mr.  Fairfax.  Such  as  going  to  Mexico.  They  don't  necessarily 
need  to  go.  They  get  all  hyped  up  about  it,  and  they  want  to  go 
down  and  see  what  it  is  all  about.  And  once  they  are  there,  who 
knows  what  they  could  be  talked  into?  It  is  like  going  and  bu5dng  a 
time  share  condominium.  You  know,  the  biggest  objective  is  to  get 
you  in  front  of  the  sales  people  in  the  first  place. 

I  made  a  statement  in  my  prepared  text  that  Mexico  could  have 
spent  $100  million  on  a  public  relations  C£unpaign  about  the  maqui- 
ladora,  and  they  would  not  have  been  nearly  as  effective  as  what 
the  American  press  has  done  for  them  free  of  charge. 

Senator  Levin.  Thank  you.  We  appreciate,  again,  your  willing- 
ness to  come  forward. 

Our  next  panel  is  made  up  of  Scarlet  Bachmann  and  Jerry 
Lundy,  former  employees  of  Modine  Heart  Transfer  in  Dowagiac, 
Michigan.  We  also  have  on  this  panel  Doug  Fenton,  the  former  per- 
sonnel manager  at  United  Technologies  Automotive  in  Wabash,  In- 
diana. 

Thelma  Wallen  was  not  able  to  make  it  to  Washington  to  testify, 
but  her  testimony  has  been  submitted  for  the  record.  ^ 

I  think  in  introducing  our  panel  here,  it  is  interesting  to  note 
Mr.  Fairfax's  testimony  that,  in  Mexico,  American  companies  don't 
often  even  know  the  names  of  the  workers.  Our  next  panel  was 
well  known  to  their  companies  because  they  worked  for  their  com- 
panies for  20  years. 

We  have  made  reference  to  some  maps  on  the  wall.  These  are 
just  a  small  portion,  actually,  of  the  plants  that  have  moved  to 
Mexico,  the  ones  that  could  be  verified  by  the  Resource  Center  as 
having  directly  moved.  At  least  the  Resource  Center  has  been  able 
to  verify  that  so  far. 

Behind  each  one  of  those  plants  that  moved  to  Mexico  are  hun- 
dreds of  American  workers  that  are  left  behind,  and  today  we  are 
going  to  hear  from  some  of  these  workers  who  lost  their  jobs.  The 
plants  that  they  worked  for  for  at  least  20  years,  frequently  30 
years,  are  now  on  the  list  of  plants  that  have  moved  to  Mexico. 

We  have  already  heard  from  an  expert  that  more  jobs  are  going 
to  move  to  Mexico  under  NAFTA.  These  witnesses  are  not  your 
typical  Washington-type  witnesses.  They  are  real  people  who  are 
going  to  show  us  and  tell  us  what  it  looks  like  when  a  job  moves  to 
Mexico.  Their  testimony  will  speak  for  thousands  of  others  like 
them  who  are  left  in  the  same  situation  and  the  additional  thou- 
sands who  could  lose  their  jobs  under  a  NAFTA  agreement. 

I  want  to  thank  all  of  our  witnesses  for  making  the  extra  effort 
to  come  all  the  way  to  Washington  to  tell  your  stories,  and  I  hope 
that  we  will  take  notice  of  your  presence  here  today. 

Mr.  Lundy,  we  will  call  on  you  first. 

TESTIMONY  OF  JERRY  LUNDY,^  DOWAGIAC,  ML,  FORMER 
EMPLOYEE  OF  MODINE  HEAT  TRANSFER 

Mr.  Lundy.  I  would  like  to  thank  you  for  giving  me  the  opportu- 
nity to  appear  in  front  of  this  Committee  and  voice  my  feelings  and 
opinion  on  this  subject. 


'  The  prepared  statement  of  Ms.  Wallen  appears  on  page  279. 
^  The  prepared  statement  of  Mr.  Limdy  appears  on  page  119. 
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I  was  born  in  Dowagiac,  Michigan,  which  is  where  Sundstrand/ 
Modine  was  located.  I  had  worked  for  the  plant  for  27  Ve  years.  The 
first  6  years  of  my  employment  was  in  the  union,  and  21 V2  years  in 
management.  I  definitely  classified  myself  as  a  devoted  company 
employee.  I  believed  everything  that  the  company  told  me.  I  am 
very  grateful  for  the  wages  and  benefits  given  to  me  and  my  family 
during  this  period  of  time. 

In  the  beginning  of  our  move,  it  all  started  out  as  a  rumor  in 
1987  that  we  were  going  to  move  part  of  our  plant  to  a  maquila- 
dora  plant  in  Mexico.  The  reasons  that  the  company  gave  for  this 
was  that  competition  was  underselling  us  and  that  we  were  losing 
some  of  our  market  share.  Our  profit  margins  were  lower  now  than 
they  had  been  in  the  past.  Productivity  was  one  of  the  resisons 
given  for  moving.  In  other  words,  our  productivity  was  supposedly 
down  in  the  Dowagiac  plant. 

I  can  say  that  I  am  an  expert  on  productivity.  I  made  my  living 
for  2iy2  years  watching  people.  I  have  been  to  a  lot  of  different 
plants.  This  statement  was  definitely  not  true.  I  would  put  the  pro- 
ductivity of  our  plant  up  against  any  plant  in  the  United  States. 
Nobody,  including  management,  believed  that  this  would  really 
happen. 

A  few  years  prior  to  this,  we  were  threatened  that  they  were 
going  to  move  our  plant  to  a  southern  plant  for  economical  rea- 
sons. It  was  never  followed  through.  So  you  can  understand  that 
many  programs  were  started,  and  it  is  rare  for  a  company  to  follow 
through  on  them.  So  everybody,  including  management,  really 
thought  this  was  just  a  rumor. 

But  then  a  few  months  after  the  rumor  started,  it  did  become  re- 
ality. A  site  was  selected.  Ten  management  and  two  union  employ- 
ees were  asked  to  go  down  there.  Let  me  clarify  "asked."  You 
either  go  down  there,  or  you  take  your  chances  on  going  bye-bye 
down  the  road.  That  is  really  how  it  was  put  to  them. 

In  the  beginning,  we  were  told — meaning  both  the  company  and 
the  union — that  we  would  roughly  lose  130  jobs  from  the  manufac- 
turing facilities  in  Dowagiac.  The  remaining  jobs  would  definitely 
stay  in  Dowagiac.  We  were  assured  many  times  by  the  company 
that  the  remaining  jobs  would  stay  in  Dowagiac.  But  almost  from 
this  day  on — I  can  honestly  speak  for  all  the  employees,  both  union 
and  management — ^you  really  lived  in  fear  of  losing  your  job  every 
single  day  that  you  went  to  work.  It  created  a  tremendous  weight 
on  your  head. 

The  roles  that  the  employees  played  during  this  move  involved 
almost  everybody,  from  individuals  on  the  floor  all  the  way  up  to 
middle  management.  The  employees  got  the  opportunity  to  clean 
up  the  equipment  and  package  it  up  for  shipment  to  Mexico. 

Employees  also  got  to  watch  one-by-one  as  their  coworkers  and 
each  piece  of  machinery,  as  it  was  packed  up  and  moved  out  the 
door.  I  can  honestly  say  that  this  is  a  very  slow  and  painful  death 
for  everybody. 

In  the  end,  it  was  also  decided  to  move  my  department,  which 
was  the  research  and  development  model  shop,  to  a  plant  in  Mis- 
souri, instead  of  Mexico.  They  sent  up  some  employees,  plus  my  re- 
placement, and  I  can  honestly  say  that  my  technicians  and  myself 
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trained  them  with  all  sincerity,  and  when  we  walked  out  the  door, 
we  walked  out  with  our  heads  held  high. 

The  day  before  I  left  for  my  new  career  in  Canada,  I  was  at  home 
and  I  received  a  telephone  call  from  my  replacement  thanking  us 
again  for  being  totaQy  honest  and  helpful  during  the  training 
period,  which  I  really  did  appreciate.  Because  of  my  position,  I  was 
a  supervisor  in  charge  of  research  and  development  £uid  handled 
all  the  samples,  I  interweaved  with  Plant  2  and  Plant  3 — Plant  3 
being  Mexico  and  Plant  2  Missouri — I  was  in  contact  with  both 
plants  plus  all  our  customers  on  almost  a  daily  basis. 

I  was  also  sent  down  to  Mexico  in  1989  for  training  their  employ- 
ees to  set  up  a  piece  of  equipment  that  would  save  the  company 
thousands  of  dollars  in  setup  time. 

I  do  know  that  quality  was  a  major,  major  concern  of  all  our  cus- 
tomers, especially  from  the  Mexico  plant.  I  know  that  the  prelimi- 
nary run  from  Mexico,  there  was  an  almost  double  inspection,  if 
you  will,  performed  by  our  customers,  and  I  also  know  that  the 
quality  from  our  Mexico  plant  suffered  to  the  point  where  we  did 
lose  a  significant  amount  of  market  share  from  our  most  important 
customers,  and  this  hurt  the  Dowagiac  plant. 

Because  you  are  going  to  move  as  much  as  you  possibly  can  to 
the  cheapest  plant  in  order  to  save  money,  so  we  kind  of  got  all  the 
overflow,  if  you  will,  the  Dowagiac  plant.  Well,  the  more  orders 
that  we  lost,  the  more  market  share  we  lost,  just  based  on  both 
quality  of  the  workmanship  from  Mexico — it  did  not  hurt  them,  it 
hurt  the  Dowagiac  plant.  The  Dowagiac  workers  also  got  the  oppor- 
tunity to  redo  their  mistakes. 

What  happened  to  me  personally  and  my  coworkers  after  the 
layoff — my  mother,  two  of  my  brothers,  one  sister-in-law,  my  wife 
and  myself  all  lost  their  jobs  because  of  this  move.  My  mother  was 
forced  to  retire  3  years  earlier  than  she  anticipated.  I  now  have 
one  brother  who  is  facing  bankruptcy  and  will  probably  lose  his 
home.  I  have  another  brother  that  has  worked  many  diJEferent  jobs 
and  is  presently  struggling  just  to  survive. 

I  would  like  to  make  it  clear  at  this  time  that,  for  myself  and  my 
family,  we  are  among  the  very,  very  few  who  are  lucky.  We  bought 
a  hunting  and  fishing  camp  in  Ontario,  Canada.  This  was  a  dream 
that  I  have  had  all  my  life.  I  can  honestly  say  that  we  are  happier 
now  than  we  have  ever  been  before,  and  that  my  termination  was 
a  blessing  in  disguise. 

I  am  aware  of  a  few  others  who  have  been  successful  and  are 
happy.  Unfortunately,  I  come  back  to  the  community  and  live  6 
months  out  of  the  year  and  I  interweave  with  literally  hundreds  of 
past  employees.  For  every  success  story  that  I  feel  I  have,  there  are 
50  stories  of  total  disaster. 

My  friends  and  coworkers  are  working  low-paying  jobs,  most 
without  any  benefits  at  all.  I  was  shocked  that  the  majority  of 
them  had  no  insurance,  major  medical  insurance  whatsoever,  and 
there  is  no  way  they  can  afford  to  buy  it.  I  have  seen  marriages 
broken  up,  I  have  seen  homes  lost,  I  have  seen  vehicles  lost. 

One  of  the  most  important  things  that  a  i)erson  can  lose  that  has 
nothing  to  do  with  material  things  is  their  self-esteem.  I  don't 
know  how  to  put  it  into  words,  what  that  does  to  a  person.  You 
almost  have  to  go  through  it.  I  come  home  from  camp  very  happy. 
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You  talk  to  your  friends  and  your  coworkers  and  everybody  is 
down  and  it  brings  me  back  down.  While  I  am  happy  as  an  individ- 
ual, you  know,  it  is  a  sad,  sad  situation,  it  truly  is. 

The  day  I  was  asked  to  come  for  an  interview,  which  was  a 
month  or  so  ago,  this  was  not  set  up.  There  was  a  lady  who  came  to 
my  house,  a  personal  friend  of  my  wife's  who  had  worked  there, 
and  we  had  to  loan  her  a  little  bit  of  money  to  keep  her  from  losing 
her  trailer. 

The  night  before  I  came  up  here,  a  personal  friend  of  mine  was 
over  to  my  house.  He  was  in  management.  He  has  been  a  long-time 
friend  of  mine.  I  have  known  him  for  40  years.  He  was  actually 
talking  of  suicide.  I  could  not  believe  it.  He  is  working,  his  wife  is 
working,  and  he  was  in  management,  you  know,  ever5rthing- was 
taken  away  from  him.  Those  repercussions  down  the  road  are  just 
unreal  and  I  really  do  feel  sad  for  these  people. 

Everybody  I  talked  to  had  the  same  statement.  There  is  not  one 
person  that  I  have  talked  to  who  would  not  make  this  statement, 
and  that  is  that  "they  took  the  best  years  of  our  lives,  and  as  long 
as  the  profits  were  good,  that  was  OK,  but  as  soon  as  times  got 
tough,  we  were  dumped  like  a  sack  of  potatoes,"  and  that  is  the 
exact  feeling  of  90-some  percent  of  the  employees  in  that  plant,  the 
company,  the  whole  union. 

Because  we  were  lied  to  about  our  jobs  staying  in  Dowagiac,  em- 
ployees continued  to  live  their  life  as  if  they  would  have  a  fairly 
good  job  down  the  road.  I  personally  spent  $15,000  on  a  luxury  item 
for  my  family.  It  was  an  in-ground  swimming  pool  and  a  deck. 
Maybe  I  didn't  deserve  it.  I  spent  6  months  going  to  my  boss,  going 
to  the  head  executive  at  Sundstrand,  making  sure  that  we  were 
going  to  have  a  job  for  a  while  down  the  job  before  I  spent  this 
money. 

I  also  advised  my  workers  and  my  coworkers  to  build  a  new 
home,  to  buy  new  vehicles,  and  within  a  year's  time  we  were  laid 
off,  terminated.  I  do  not  think  that  is  right. 

In  my  conclusion,  I  can  say  that  I  went  from  a  devoted  company 
employee  and  truly  believed  and  trusted  ever5rthing  the  company 
said  to  me,  to  the  point  that  I  do  not  believe  I  could  ever  trust  a 
company  again. 

After  Modine  bought  us,  our  pensions  were  drastically  changed 
by  Sundstrand  to  the  point  that  we  cannot  even  think  about  retir- 
ing until  we  are  65,  and  because  I  was  on  the  committee  to  sue 
Sundstrand  for  reducing  our  pensions,  I  am  concerned  and  do  want 
to  go  on  record  to  say  that  I  do  not  want  to  be  singled  out  for  being 
here  today  and  suffer  even  more  reductions  in  my  pension. 

I  do  totally  put  the  blame  on  this  move  of  the  company  on  the 
company,  because  they  never  approached  the  employees  and  gave 
them  the  opportunity  to  take  cuts  in  wages  and  benefits  before  the 
decision  was  made  to  move  the  plant  to  Mexico.  After  the  decision 
was  made,  they  did  approach  the  union  and  the  company  on  taking 
cuts.  But  before  the  decision  was  made,  they  never  gave  the  oppor- 
tunity to  the  employees  themselves  to  save  the  company. 

I  do  believe  that  greed  and  profit  margins  are  the  only  things  are 
important  to  this  company,  and  that  absolutely  no  consideration 
whatsoever  towards  hundreds  of  loyal  employees  was  given  to 
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them.  While  large  profits  were  fine,  everything  was  fine.  But  when 
things  got  tough,  they  just  dumped  us. 

When  Modine  entered  the  picture  and  they  bought  us  in  October 
of  1990,  we  received  three  letters.  At  this  time,  Sundstrand  told  us, 
when  they  sold  us  to  Modine,  it  is  the  best  interest  of  all  employees 
that  we  sell  you  to  Modine.  The  first  was  August  3,  1990,  and  said 
that  we  will  run  this  plant  basically  the  way  it  is  now,  with  the 
same  company  people  and  the  same  union  people.  The  second  letter 
stated  that  we  are  looking  for  a  long  and  fruitful  relationship  be- 
tween Modine  and  us.  This  was  in  October  of  1990.  On  January  17, 
1991,  bye-bye.  There  were  many,  many  termination  notices  sent 
out,  and  within  less  than  3  months  we  were  all  terminated.  So 
much  for  the  honesty  and  loyalty  of  Modine. 

I  don't  know  what  I  can  do.  I  am  just  a  country  boy  and  I  don't 
know  a  whole  lot  about  the  Government,  but  at  least  from  having 
these  hearings  and  the  expense  of  everything,  at  the  very,  very 
least,  if  the  employees  were  approached  honestly,  open  the  books 
and  give  them  the  opportunity  to  save  the  company,  then  every- 
body's time  and  effort  I  feel  would  be  worth  it. 

Thank  you. 

Senator  Levin.  Mr.  Lundy,  thank  you  very  much. 

Ms.  Bachmann. 

TESTIMONY  OF  SCARLET  BACHMANN,  ^  DOWAGIAC,  ML,  FORMER 
EMPLOYEE  OF  MODINE  HEAT  TRANSFER 

Ms.  Bachmann.  I  was  a  factory  worker  at  Sundstrand-Modine 
for  over  22  years  and  I  refer  to  myself  as  a  dislocated,  misplaced 
person.  However,  I  can't  really  relate  to  you  the  depression  and  the 
frustration  that  a  person  goes  through,  because  actually  I  was  not 
aware  of  what  I  was  going  through.  I  have  always  been  known  as 
kind  of  feisty,  temperamental,  stubborn,  so  I  always  said,  well,  so 
what,  they  are  moving  to  Mexico,  I  will  make  the  best  of  it,  take  it 
day  by  day. 

After  I  went  through  all  my  procedures  and  made  a  new  life  for 
myself,  I  stepped  back  and  I  looked  at  the  picture  and  I  could  see 
exactly  what  it  had  done  to  the  community,  how  it  had  affected  all 
the  people,  how  it  had  affected  myself. 

I  feel  fortunate  to  be  here.  I  feel  fortunate  to  have  a  job.  I  got  in 
one  of  the  State  programs.  I  attended  college  for  a  year.  I  was  on 
the  dean's  list.  But  I  am  not  majority.  Not  very  many  people  could 
qualify  for  the  programs.  They  didn't  have  the  schooling  back- 
ground. Your  time  frame  is  very  limited  on  how  long  you  have  to 
enter  these  programs.  The  stipulations  are  very  intense. 

A  lot  of  people  couldn't  read  or  write,  or  if  they  could,  they 
didn't  have  the  time  to  get  their  schooling  caught  up  to  qualify  for 
programs.  Some  of  them  got  into  trade  school  that  didn't  get  them 
a  job.  If  it  did  get  them  a  job,  it  got  them  either  a  part-time  or  min- 
imum wage  or  both. 

These  programs  are  not  what  they  say,  you  know,  they  try  to  say 
we  have  these  programs,  people  use  them,  they  are  not  going  to  be 
affected  by  the  move.  This  is  not  true,  you  are  all  affected.  The 
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thing  of  it  is,  when  you  look  back  and  you  remember  the  people 
packing  up  the  equipment,  you  see  them  watching  the  trucks  leave 
for  Mexico. 

Depression  and  stress  is  one  of  our  main  killers  in  our  country.  It 
is  a  medical  fact.  It  is  a  grieving  process  we  have  had  to  go 
through,  just  as  though  we  have  lost  a  family  member.  Your  body, 
your  reactions,  your  system,  they  have  to  go  through  this. 

I  have  talked  to  a  lot  of  people.  I  w£is  friends  with  a  lot  of  people 
who  didn't  have  the  resources  I  had.  While  I  was  in  school  for  a 
year,  I  was  on  the  unemployment  benefits  program.  It  was  great.  It 
helped  me  get  through  my  schooling.  But  at  the  end  of  the  year, 
when  I  had  to  pay  my  State  and  Federal  taxes,  it  wiped  out  our 
savings,  but  yet  I  still  felt  fortunate,  because  I  had  savings.  Some 
people  didn't  have  that.  They  had  to  remortgage  their  house,  they 
had  to  sell  their  car,  or  they  had  to  make  pa5mients  to  the  govern- 
ment because  they  didn't  have  the  money  to  pay  these  taxes. 

Well,  we  already  had  more  bills  than  what  we  could  drop  our 
budget  to.  People  say,  well,  you  knew  ahead  of  time.  Yes,  we  knew 
ahead  of  time,  but,  as  Jerry  said,  we  didn't  really  think  it  would 
happen.  And  if  you  accustom  your  life  to  an  income  of  22  years, 
how  quick  can  you  drop  down  to  half  of  what  you  have,  half  of  the 
income,  a  quarter  of  the  benefits? 

When  I  hired  in  there,  there  were  1,200  people  on  the  seniority 
list,  factory  only.  I  am  not  talking  management.  To  date,  there  are 
approximately  75  to  80  people.  We  are  a  small  community.  We 
don't  have  taxicab  service.  We  don't  have  subways.  We  don't  have 
anything. 

To  absorb  that  many  people  in  that  kind  of  an  area  is  absolutely 
impossible.  It  can't  be  done.  And  these  people  are  dropping  off  the 
unemplo5anent  statistics,  because  they  have  run  out  of  benefits,  not 
because  they  have  found  a  job.  Where  did  these  people  show  up  in 
our  census,  in  our  statistics?  Many  of  them  are  just  there.  They  are 
losing  everything  they  have,  and  they  are  having  to  go  to  children 
for  help — I  want  so  hard  to  tell  their  story. 

One  of  my  very  best  friends,  she  is  10  years  older  than  I  am,  so  I 
am  going  to  be  real  brave  and  tell  you  folks  I  am  49.  She  is  close  to 
retirement.  She  is  working  32  hours  as  a  cashier  at  a  Meijers  Store, 
which  is  like  a  large  K-Mart  or  whatever,  and  she  works  the  gas 
pumps  for  minimum  wage.  She  is  so  worried  that  her  back  is  not 
going  to  hold  out  until  she  reaches  her  retirement  age,  or  else  they 
are  going  to  turn  around  and  raise  the  retirement  age. 

She  and  I  had  lunch  at  the  hospital  where  I  work  now  the  other 
day,  Monday  of  this  week,  and  she  said,  "Scarlet,  please  try  to 
relate  to  those  people  what  is  happening  to  us  people  and  try  to 
show  them  that  they  need  to  investigate  this,  they  need  to  help 
us."  And  she  is  just  one  of  many  people. 

Another  couple  that  I  know  whose  husband  passed  away — many 
of  us  were  two  people  from  one  family  depending  on  that  place  for 
an  income.  My  husband  and  I  both  worked  there.  Another  couple 
that  I  know  both  worked  there.  Their  house  was  paid  for.  When 
you  get  our  age,  you  think  I  want  to  get  my  house  paid  for,  I  want 
to  try  to  be  comfortable  in  my  later  life.  They  had  to  remortgage 
their  house,  because  they  both  lost  their  jobs  at  the  same  time  and 
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they  ran  into  all  the  similar  things  that  I  ran  into,  but  it  was 
double  the  headache. 

A  recent  article  that  they  had  in  our  paper  came  from  Modine, 
and  a  little  background  with  Modine  is  I  was  laid  off  in  September 
of  1990  from  Sundstrand  and  I  was  told  that  this  was  probably  it 
for  me.  Then  in  October  of  1990,  Modine  bought  all  of  our  plants 
and  they  promised  us  the  sunshine  and  said  that  the  people  that 
were  still  on  the  seniority  list  and  that  were  still  working  were 
going  to  be  working. 

They  called  me  back.  I  was  back  within  two  weeks  after  they  ac- 
tually took  over  the  plant  and  they  said  we  are  going  to  do  things 
for  you,  we're  the  best  thing  that  has  happened  to  you  in  a  long 
time.  Well,  in  January  of  1991, 1  was  laid  off  again,  and  this  time  it 
was  permanent.  However,  I  didn't  know  it  was  permanent.  These 
notifications  that  came  out  periodically  over  time  were  supposed  to 
be  designed  to  warn  the  people  that  in  60  days  your  job  was  going 
to  be  lost.  But  many  times  people  would  see  their  name  on  the  list 
three,  four  or  five  times  and  nothing  happened. 

Myself,  I  never  saw  my  name  on  the  list.  My  job  is  actually  still 
in  Dowagiac.  I  was  denied  my  severance  pay,  because  management 
said  to  me,  "You  are  not  affected  by  the  move  to  Mexico,"  even 
though  the  people  doing  my  job  had  lost  their  jobs  to  Mexico.  I 
don't  resent  those  people,  but  I  resent  the  idea  that  anybody  is  fool- 
ish enough  to  say,  when  you  go  from  1,200  people  to  80,  that  I  was 
not  affected  by  the  move  to  Mexico. 

I  kind  of  got  off  the  track,  but  in  this  article,  the  personnel  man- 
ager for  Modine  said:  "We  are  alive  and  well  and  want  to  be  recog- 
nized by  the  community  as  putting  the  mourning  to  rest."  The  ma- 
jority of  us  folks,  we  are  not  dead.  There  are  a  few  who  have 
passed  on  in  the  past  few  years,  but  we  are  not  dead. 

Senator  McCain,  I  wish  he  would  have  stayed,  because  I  kept 
hearing  S5rmpathy  from  his  mouth.  Sympathy  to  me  is  something 
you  extend  to  someone  who  has  lost  a  loved  one  or  in  that  aspect. 
We  are  badly  beaten  up.  We  have  been  promised  a  lot.  It  has  not 
come  through. 

The  Nation  is  a  working  Nation.  I  have  always  thought  of  the 
United  States  as  a  working  Nation,  we  are  working  people,  we 
have  produced  a  lot  of  products  over  a  period  of  years.  But  how  can 
we  work  without  jobs?  And  how  can  the  Mexican  people  come 
across  and  buy  our  products,  when  they  are  making  so  much  less 
than  what  we  are,  and  we  are  not  even  keeping  our  heads  above 
water  here?  I  mean  it  just  does  not  make  sense. 

I  know  I  probably  left  out  a  lot  of  things  and  there  were  a  lot 
more  things  in  my  statement,  but  I  am  a  little  nervous. 

Senator  Levin.  You  did  very  well.  Thank  you  very  much,  Ms. 
Bachmann. 

Mr.  Fenton. 

TESTIMONY  OF  DOUG  FENTON,  KOKOMO,  IN.,  FORMER 
EMPLOYEE  OF  UNITED  TECHNOLOGIES  AUTOMOTIVE 

Mr.  Fenton.  I  was  hired  in  with  United  Technologies  Automo- 
tive in  1981,  and  at  that  time  they  had  roughly  21  facilities. 
Senator  Levin.  And  where  was  that  located,  by  the  way? 
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Mr.  Fenton.  I  was  originally  hired  in  Elwood,  Indiana,  and  out 
of  those  21  facilities,  if  I  am  not  mistaken,  eight  are  still  in  busi- 
ness at  the  present  time.  Most  of  the  work  has  transferred  offshore, 
whether  it  be  Mexico  or  the  Philippines  or  Portugal. 

In  1985,  I  was  given  the  responsibility  of  the  Wabash  plant,  along 
with  the  plant  that  I  was  now  serving,  which  was  a  Peru,  Indiana 
plant.  At  that  time,  everyone  knew  that  the  Wabash  facility  was 
on  the  bubble.  When  I  say  "on  the  bubble,"  the  idea  that  it  may 
close  at  any  time.  As  a  matter  of  fact,  back  in  1980,  prior  to  me 
coming,  the  announcement  of  the  Wabash  facility  to  close  was 
given  to  all  employees.  Of  course,  back  -in  1980,  there  was  no 
WARN  Act  and  the  rug  could  be  jerked  from  underneath  our  feet 
at  any  time,  without  the  60-day  notice. 

During  my  tenure  with  the  Wabash  facility,  we  went  through 
two  contract  negotiations  and  both  times  the  thought  of  closing 
was  brought  out  in  negotiations.  Of  course,  the  last  negotiations 
were  the  plant  closing  negotiations,  and  the  union  at  that  time  did 
say  they  would  take  concessions.  At  that  time,  the  only  issue  was 
the  final  date.  There  was  no  concessions  that  would  be  taken  at 
that  point  by  the  company. 

Most  of  the  jobs  that  the  Wabash  facility  had  ran  in  concurrence 
with  Mexico.  Our  larger  jobs  are  well-paying  jobs  or  ones  that 
would  leave  the  Wabash  facility  in  the  slow  automotive  time  and 
come  back.  They  would  go  to  the  Mexican  plants,  then  return  when 
the  automotive  production  would  start  up  high  and  heavy  and 
Chrysler  was  doing  well,  and  then  we  took  the  overflow  from  our 
Mexican  operations. 

If  I  am  not  mistaken,  in  1990,  they  started  looking  at  plants  in 
the  Philippines  and  in  Portugal,  and  many  of  our  production  super- 
visors and  superintendents  went  there  to  help  start  up,  and  some 
of  our  retired  plant  managers  and  superintendents  also  went. 

The  threat  of  the  plant  closing  was  just  a  threat  until  I  knew 
about  it  prior  to,  I  guess,  the  plant  manager  in  January  1991.  It 
was  announced  in  March,  and  the  plant  closed  in  May  of  1991. 
During  that  time  period,  we  ran  production.  We  received  quality 
defects  from  Mexico  in  the  Wabash  plant  to  rework  and  to  ship  it 
out  again  with  the  Mexico  label  on  it. 

The  one  thing  that  I  do  want  to  say  is  I  don't  want  to  blame 
United  Technologies.  All  businesses  are  there  to  make  a  profit.  Our 
largest  competitor,  which  is  Jisaki  of  Japan,  moved  many  of  their 
manufacturing  facilities  to  Juarez,  also,  and  to  stay  in  line  with 
Jisaki,  United  Tech  also  started  building  many  plants  down  there. 
Their  quality  w£is  suspect,  to  say  the  least. 

Again,  the  Wabash  plant  for  the  last  4  years  was  an  overflow 
plant.  The  one  thing  that  we  could  do  and  we  thought  we  could  do 
much  better  than  any  other  plant  was  to  cut  circuits.  And  when  I 
say  "cut  circuits,"  it's  the  wires.  We  are  a  wire  harness  plant, 
heavy  labor.  The  machine  would  cut  the  wire  in  different  lengths, 
put  on  what  is  known  as  terminals,  then  it  would  be  assembled  on 
jigs  that  would  go  around  with  an  operator  having  a  specific  job  on 
each  jig.  We  did  it  well. 

Our  efficiency  was  one  of  the  highest  in  the  automotive  wire  har- 
ness business.  Our  cost  or  average  hourly  wage  was  at  $6.25  at  that 
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time,  and  that  included  our  skill  trades.  But  we  could  cut  circuits 
and  we  cut  many  circuits  for  Mexico,  to  be  assembled  in  Mexico. 

Our  problem  was  that  Chrysler  did  not  tell  us  to  make  the  wire 
harness  in  Mexico.  What  they  would  tell  us  is  that  we  would  quote 
the  job  on  Mexico  prices,  that  is  the  only  quote  that  they  would 
accept.  So  you  either  make  it  much  better  in  the  United  States  or 
you  sent  it  to  Mexico  to  get  the  labor  cost  and  the  price  cost  that 
they  were  sending  out. 

I,  myself,  had  two  opportunities  to  go  and  stay  with  United  Tech- 
nologies in  different  areas  of  the  United  States.  I  was  a  single 
father  and  moving  was  not  the  ideal  situation,  especially — ^with  no 
offense  to  the  East  Coast — with  a  12-year-old  son  and  me  traveling 
all  the  time.  So  I  decided  to  take  my  severance  and  look  elsewhere 
in  that  area.  Four  months  later,  I  found  a  position,  a  similar  posi- 
tion with  a  different  company  also  in  the  automotive  industry  as  a 
supplier. 

The  hardest  thing  that  I  saw  in  a  plant  closing,  the  hardest  thing 
that  I  had  to  do  was  to  sit  there  and  tell  our  employees,  which  the 
average  age  was  around  45  years  old,  predominantly  female,  that 
to  maintain  their  insurance  it  would  cost  them  $340  a  month,  when 
you  know  that  70  percent  did  not  have  a  high  school  education,  and 
that  a  job  for  them,  especially  now,  when  a  high  school  education 
or  a  high  school  degree  or  an  equivalent  is  such  a  necessity,  that 
they  would  not  be  able  to  find  comparable,  even  at  $6  an  hour — a 
comparable  job. 

We  had  asked  JTPA  to  come  in.  I  sent  out  many  letters  to  all  of 
the  other  employers  in  the  area  and  put  in  newspaper  articles 
saying  that  we  have  good  employees  and  we  had  some  of  the  finest 
employees.  We  got  a  few  placed,  but,  again,  the  high  school  educa- 
tion was  the  biggest  deficiency  that  they  had. 

JTPA  did  an  almost  adequate  job.  For  most  employers  in  our 
area,  we  would  have  to  hire  people  on  our  staff  to  use  that  particu- 
lar agency,  but  at  least  some  have  gotten  their  high  school  educa- 
tion equivalent  through  them. 

I  stay  in  touch  with  some  of  our  employees.  As  a  matter  of  fact,  I 
have  hired  quite  a  few  at  the  facility  where  I  work  at  now,  in  man- 
agement and  on  our  floor.  In  going  through  three  plant  closings  in 
one  function  or  another,  I  think  the  Wabash  was  the  toughest,  be- 
cause of  our  workforce,  uneducated. 

Of  all  the  things  I  can  do,  again,  I  don't  think  I  would  ever  want 
to  sit  there  and  tell  an  individual  they  do  not  have  a  job  for  that 
reason.  I  cannot  say  it  is  all  Mexico.  Maybe  10  percent  of  our 
equipment  went  there.  It  was  our  best  equipment,  to  be  honest 
with  you,  but  a  lot  of  the  jigs  you  can  make  in  your  garage  and  put 
together  a  harness  in  your  garage.  A  lot  went  to  the  Philippines  to 
the  new  start-up,  which  I  guess  pays  less  now  than  what  Mexico 
does. 

I  guess  that  is  all. 

Senator  Levin.  Thank  you,  Mr.  Fenton. 

First,  Mr.  Lundy,  let  me  ask  you  about  your  testimony  that  you 
packaged  up  the  equipment  that  you  had  previously  worked  on. 
Can  you  just  describe  that  process  and  what  your  feelings  were  like 
when  you  were  packaging  up  the  equipment  and  sending  it  some- 
where else  for  other  people  to  work  on  the  same  equipment? 
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Mr.  LuNDY.  Are  you  talking  about  the  one  where  they  required 
me  to  go  down  there  and  show  them  how  to  set  it  up? 

Senator  Levin.  I  thought  you  also  made  reference  to  the  fact 
that  you  packaged  up  the  equipment  and  shipped  it  to  Mexico,  and 
then  you  went  down  and  helped  train  workers  on  that  same  equip- 
ment or  similar  equipment.  Can  you  tell  us  about  that  £md  what 
your  feelings  were  as  you  were  doing  that? 

Mr.  LuNDY.  When  I  first  came  to  the  model  shop,  I  was  required 
to  build  the  model  shop  and  be  solely  independent  from  production, 
and  I  spent  $750,000  and  doubled  the  workforce.  It  took  me  5  years 
to  get  it  solely  independent,  so  it  was  basically  brand  new  equip- 
ment that  we  were  sending  down  there. 

The  piece  of  equipment  I  sent  down  there  was  a  flex-expander 
and  I  have  personally  worked  well  over  a  year  to  perfect  that  piece 
of  equipment  to  produce  a  quality  product  in  both  samples  and  pro- 
duction. And  when  it  was  brought  up  that  it  was  going  to  be  sent 
down  to  Mexico,  then  he  approached  me  and  told  me  that  I  had  a 
responsibility  to  go  down  there  and  show  those  employees  down 
there  what  I  had  worked  on  for  over  a  year. 

Senator  Levin.  That  was  a  piece  of  production  equipment? 

Mr.  LuNDY.  Yes — ^well,  no.  It  could  be  used  in  production.  I  used 
it  in  the  model  shop,  because  I  cut  a  lot  of  comers  by  using  it.  And 
I  was  resentful  that  I  had  to  go  down  there  and  do  that,  yes.  I  did 
it  and  I  did  it  with  all  sincerity. 

To  package  each  piece  of  equipment  up  that  you  bought  or  had 
and  watch  it  go  down  there,  that  is  not  good.  I  did  not  enjoy  that  at 
all,  no. 

Senator  Levin.  Do  you  know  off-hand  whether  or  not  when  that 
equipment  goes  to  Mexico,  if  that  counts  as  an  export? 

Mr.  LuNDY.  Say  it  again,  please. 

Senator  Levin.  When  that  equipment  that  you  had  either  cre- 
ated or  worked  on  was  sent  to  Mexico,  do  you  know  whether  or  not 
that  counts  as  an  expert  to  Mexico? 

Mr.  LuNDY.  No,  I  don't.  I  know  it  was  shipped  to  our  warehouse 
on  the  American  side  and  had  to  be  cleared  through  Customs,  so 
evidently  it  was. 

Senator  Levin.  Did  you  then  train  people  in  Mexico  on  that  same 
piece  of  equipment? 

Mr.  LuNDY.  Yes,  sir,  both  U.S.  citizens  and  Mexican  citizens. 

Senator  Levin.  When  it  went  to  Mexico,  was  it  production  equip- 
ment? 

Mr.  Lundy.  Yes. 

Senator  Levin.  So  that  the  people  in  Mexico  were  using  that 
equipment  to  produce  something? 

Mr.  Lundy.  Yes,  sir. 

Senator  Levin.  What  was  the  product  they  were  producing  on 
that? 

Mr.  Lundy.  EJvaporators  and  condensers  for  air-conditioning. 

Senator  Levin.  And  that  was  used  in  a  model — I'm  not  sure  I  un- 
derstand you — in  a  model  shop? 

Mr.  Lundy.  A  model  shop 

Senator  Levin.  M-o-d-e-1? 
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Mr.  LuNDY.  Yes.  We  produce  samples.  The  technology  constantly 
changes,  and  as  it  changes,  I  worked  directly  with  the  engineers 
and  the  customers  in  producing  the  new  product,  and 

Senator  Levin.  And  why  was  that  not  used  in  production  in 
Dowagiac? 

Mr.  LuNDY.  Because  it  wasn't  at  the  beginning  for  like  8  years,  it 
could  not  produce  a  quality  product. 

Senator  Levin.  But  how  could  it  be  production  equipment  in 
Mexico? 

Mr.  LuNDY.  Because  I  worked  on  that  particular  piece  of  machin- 
ery for  over  a  year  and  made  a  lot  of  modifications  on  it  to  get  it  to 
the  point  where  it  not  only  produced  a  quality  product,  but  would 
be  sufficient  for  new  samples. 

Senator  Levin.  So  it  had  been  used  in  production 

Mr.  LuNDY.  Yes,  sir. 

Senator  Levin  [continuing].  In  the  United  States  and  modified  by 
you  and  then  shipped  to  Mexico,  where  again  it  was  being  used  for 
production? 

Mr.  LuNDY.  Yes,  sir. 

Senator  Levin.  Is  that  a  fair  statement? 

Mr.  LuNDY.  Yes,  sir. 

Senator  Levin.  So  you  basically  were  training  people  to  work  on 
the  machine  there  that  took  the  jobs  from  people  here? 

Mr.  LuNDY.  Absolutely. 

Senator  Levin.  On  the  same  piece  of  machinery? 

Mr.  LuNDY.  Yes. 

Senator  Levin.  One  of  the  things  we  are  going  to  look  at  in  a 
future  hearing  is  whether  or  not  the  export  of  that  piece  of  ma- 
chinery counts  as  an  export,  which  we  think  it  does.  So  when  we 
say  exports  are  up  to  Mexico 

Mr.  LuNDY.  I  see  your  point. 

Senator  Levin  [continuing].  Included  in  the  list  of  exports  is  the 
export  of  the  machinery  which  we  worked  on  here.  It's  a  wonderful 
export.  That  is  literally  an  export  of  jobs  right  there. 

Mr.  LuNDY.  Correct. 

Senator  Levin.  You  could  almost  say  that  machinery  is  spelled  j- 
o-b-s.  I  mean  when  that  counts  as  exports,  which  we  think  it  does 
again,  it  is  extraordinary  that  we  would  say  that  is  the  same  thing 
as  exporting  parts  to  Mexico  or  exporting  whatever. 

Mr.  LuNDY.  Absolutely. 

Senator  Levin.  Another  thing  we  will  be  looking  at  is  as  to 
whether  or  not  the  parts  that  are  counting  in  the  exports  which  go 
to  Mexico,  which  our  first  witness  discussed,  were  parts  which  pre- 
viously were  used  in  the  United  States,  and  the  answer  is  yes,  we 
think.  Then  to  count  those  parts  previously  used  in  the  United 
States  as  part  of  an  assembly  operation,  to  count  those  parts  now 
as  exports,  because  they  are  shipped  to  Mexico,  also  gives  a  very 
distorted  picture  of  exports,  because  the  export  of  those  parts  actu- 
ally represents  a  loss  of  American  jobs  net,  if  you  follow  me. 

But  that  is  not  this  hearing.  We  are  going  to  get  into  that  at  an- 
other hearing  in  terms  of  what  constitutes  exports  and  the  distor- 
tion that  you  get  when  you  count  as  exports  items  which  previous- 
ly had  been  assembled  here,  and  when  assembled  in  Mexico  or  any- 
where else,  represent  a  loss  of  jobs,  because  the  assembly  work 
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which  had  been  done  on  those  parts  used  to  be  done  in  the  United 
States. 

So  those  are  two  areas  we  are  going  to  be  looking  at.  One  is 
whether  the  machinery  which  was  used  here  and  which  is  now 
shipped  to  some  other  country  to  produce,  is  counted  as  an  export. 
That  is  bizarre,  if  that  counts  as  an  export,  since  it  is  a  direct  loss 
of  jobs  on  that  machine,  since  that  machine  used  to  be  worked  by 
American  citizens. 

You  said,  I  believe,  Mr.  Lundy,  that  your  plant  for  a  while  redid 
the  mistakes  of  the  Mexican  plant.  I  think  that  was  you 

Mr.  Lundy.  That  is  absolutely  true. 

Senator  Levin.  What  was  involved  in  that? 

Mr.  Lundy.  Solder  leaks,  for  example,  we  solder  end  caps,  which 
is  a  component,  and  they  can't  leak.  You  know,  we've  got  numer- 
ous, just  boxes  and  boxes  and  boxes  shipped  back  to  our  Dowagiac 
plant  which  our  workers  had  to  redo  and  make  the  product  right 
before  we  could  send  it  on  to  our  customer. 

Senator  Levin.  Did  all  the  products  come  back  to  Dowagiac 
before  they  went  to  the  customer,  or  just  the  parts  that  had  to  be 
redone? 

Mr.  Lundy.  The  parts  were  shipped  to  the  customer.  They 
had 

Senator  Levin.  From  Dowagiac? 

Mr.  Lundy.  No,  from  Mexico. 

Senator  Levin.  Oh,  I  see,  then  the  customer  complained  that- 


Mr.  Lundy.  The  customer  discovered  that  there  was  a  fault  in 
them  and  from  there  they  were  shipped  back  to  Dowagiac. 

Senator  Levin.  Did  you  have  a  large  number,  do  you  know,  of 
that  type  of  repair  after  the  transfer  of  the  operation  to  Mexico? 
Were  there  more 

Mr.  Lundy.  Absolutely. 

Senator  Levin.  You  had  more  defects  from  the  Mexican  plant 
than  you  iever  had  in  Dowagiac. 

Mr.  Lundy.  That  cannot  be  disputed  at  all.  That  is  absolutely 
true,  because  I  was  directly  involved  with  the  customers  in  my  po- 
sition and  had  the  freedom  to  walk  wherever  I  wanted  on  the  floor 
and  also  knew,  regardless  of  what  it  said  on  the  boxes,  what  was  in 
the  boxes.  That  is  absolutely  true. 

Senator  Levin.  Now,  you  indicated  that  there  was  no  discussion 
with  you  prior  to  the  decision  to  move  to  Mexico  about  the  employ- 
ees making  concessions,  so  the  plant  could  stay  open  in  Dowagiac. 

Mr.  Lundy.  That  is  true. 

Senator  Levin.  Say  they  had  talked  to  the  employees.  Was  there 
any  way  you  could  compete  with  labor  at  $1  an  hour?  Could  you 
make  concessions  adequate  enough  to  have  made  a  difference? 

Mr.  Lundy.  That  I  really  can't  answer.  My  point  being  there  is 
we  were  not  given  the  opportunity.  That  I  think  is  wrong.  No,  we 
could  not  work  for  that  kind  of  pay.  But  had  we  been  given  the 
opportunity  to  save  the  company,  we  all  would  have  taken  cuts. 
There  is  absolutely  no  doubt  about  that.  And  I  am  not  talking 
about  20/20  hindsight  here. 

I  talked  to  people  on  a  daily  basis  while  I  was  out  there  working, 
"What  do  you  think,  Jerry,"  you  know,  "are  they  being  honest?" 
You  know,  "Would  they  open  the  books?"  There's  no  doubt  that  we 
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would  have  taken  a  15-20  percent  cut  in  pay  and  have  been  happy 
to  do  it.  I  can't  answer  whether  we  could  have  been  as  competitive 
as  we  are,  no. 

Senator  Levin.  OK.  Ms.  Bachmann,  let  me  first  ask  you  about 
what  job  did  you  have?  What  was  your  particular  job? 

Ms.  Bachmann.  In  the  factory? 

Senator  Levin.  Yes. 

Ms.  Bachmann.  At  the  time  that  I  actually  got  laid  off,  I  was  a 
light  assembly  person  in  the  cap  tube  department,  but  I  had 
worked  in  several  different  departments.  I  spent  the  majority  of 
my  years  in  what  they  call  the  AC  pressroom  that  made  the  alumi- 
num fins  and  we  assembled  copper  tubing  through  it  for  these 
evaporators  and  condensers. 

Senator  Levin.  About  how  much  did  you  make  per  hour? 

Ms.  Bachmann.  Well,  if  you  go  with  my  flat  hourly  rate  when 
Sundstrand  still  owned  it,  I  made  approximately  around  $10.20- 
some  an  hour,  plus  we  also  made  incentives,  we  got  paid  incentives 
piece-rate,  which  in  the  department  that  I  was  working  in  when  I 
lost  my  job,  before  the  incentive  was  taken  away  from  us,  which 
this  happened  when  Modine  bought  Sundstrand,  they  done  away 
with  all  incentive  programs. 

Senator  Levin.  When  you  had  the  incentive  program,  what  did 
that  add  an  hour,  roughly? 

Ms.  Bachmann.  I  took  the  last  6  months  that  I  had  worked  and  I 
averaged  $60  a  week. 

Senator  Levin.  So  that  would  be  another  dollar-plus  an  hour? 

Ms.  Bachmann.  A  little  over  a  dollar. 

Senator  Levin.  So  you  were  making  somewhere  between  $11  and 
$12  an  hour,  including  incentive? 

Ms.  Bachmann.  That  was  without  any  benefits. 

Senator  Levin.  Plus  benefits? 

Ms.  Bachmann.  Right. 

Senator  Levin.  Then  after  you  were  laid  off,  I  think  you  said  you 
went  to  college? 

Ms.  Bachmann.  Yes,  I  attended  college  for  four  semesters  equiv- 
alent, a  full-time  student.  At  that  time,  I  didn't  work.  I  worked  just 
temporary  at  the  hospital,  which  I  got  involved  with  the  hospital 
through  the  training  program,  because  they  have  on-the-job  train- 
ing that  you  can  coordinate  with  your  college  program  and  you  get 
college  credits  for  it.  You  don't  earn  any  income.  But  it's  an  excel- 
lent opportunity  to  get  your  foot  into  a  door  and  show  the  estab- 
lishment what  kind  of  person  you  are  and  it  gives  you  a  little  ad- 
vantage over  the  younger,  less  experience  people,  that  where  if  you 
were  going  on  a  one-and-one  basis  interview,  so  these  on-the-job 
programs  I  feel  is  what  I  most  benefited  from  while  I  was  there. 

Senator  Levin.  What  do  you  do  now? 

Ms.  Bachmann.  Currently,  I  am  employed  at  the  same  facility 
that  I  did  the  two  on-the-job  training  programs  while  I  was  in  col- 
lege, at  Lee  Memorial  Hospital  in  the  billing  department,  and  also 
I  work  in  admitting  registration. 

Senator  Levin.  How  much  do  you  make  there? 

Ms.  Bachmann.  At  the  time  I  was  hired  full-time,  I  was  hired  in 
at  $5.88  an  hour.  After  over  a  year  being  with  the  hospital,  I  am 
currently  making  $6.43  an  hour. 


36 

Senator  Levin.  So  that  after  you  lost  your  job,  you  got  four  se- 
mesters of  college  training,  and  now  as  one  of  the  lucky  ones  that 
are  working,  you  are  making  between  $6  and  $7  an  hour,  instead  of 
between  $11  and  $12  an  hour,  is  that  correct? 

Ms.  Bachmann.  Well,  $6.43,  to  me  that  is  closer  to  $6  than  it  is 
$7. 

Senator  Levin.  I  will  be  more  precise.  You  are  making  $6.43  an 
hour  now,  as  compared  to  between  $11  and  $12  an  hour  which  you 
made  at  the  company  where  you  were  working 

Ms.  Bachmann.  That's  correct. 

Senator  Levin  [continuing].  Including  incentive  pay  and  the  ben- 
efits, by  the  way,  are  they 

Ms.  Bachmann.  My  benefits  are  equivalent  to  about  one-quarter 
of  what  I  had  when  I  worked  at  Sundstrand.  That  includes  vaca- 
tion, holiday  pay,  and  insurance. 

Senator  Levin.  And  you  are  one  of  the  ones  that  has  a  job. 

Ms.  Bachmann.  I  am  considered  by  all  the  people  a  success  case. 
I  feel  lucky  to  be  where  I  am  at.  I  often  wondered  after  this  was  set 
up  why  I  was  asked  to  be  here,  because  I  am  holding  my  own.  I  do 
have  a  good  steady  job.  I  hopefully  stayed  away  from  the  manufac- 
turing industry,  went  to  a  health  care  facility,  because  hopefully 
maybe  the  Government  may  get  into  health  care,  but  I  don't  think 
the  hospitals  are  going  to  be  moved  to  Mexico.  I  tried  to  stay  as  far 
away  from  anything  that  I  thought  might  be  disrupted  by  a  move 
to  Mexico  as  I  could.  I  mean  that  is  why  I 

Senator  Levin.  I  think  the  point  of  your  testimony  is  very  signifi- 
cant, because  if  you  are  considered  a  success,  which  you  personally 
do,  because  you  have  survived,  nonetheless,  the  success  is  defined 
as  making  half  as  much  after  four  semesters  of  training  and 
having  one-quarter  of  the  benefits.  That  is  the  success. 

Ms.  Bachmann.  Right. 

Senator  Levin.  Now,  if  that  is  a  definition  of  financial  success, 
not  personal  success,  but  if  that  is  a  definition  of  financial  success, 
it  does  not  take  much  imagination  to  know  what  a  financial  failure 
is. 

Ms.  Bachmann.  That  is  very,  very  true. 

Senator  Levin.  Your  testimony  is  very  importamt. 

Ms.  Bachmann.  And  I  struggled.  Like  I  said,  when  I  went  to 
school,  it  was  hard  taking  medical  terminology,  computer  classes, 
and  I  was  at  a  high  level  with  the  school  background,  even  though 
I  had  been  out  of  school  for  30  years,  I  was  fortunate  enough  to 
have  the  background  to  get  into  these  programs,  and  I  can't  stress 
how  rigid  the  programs  are  and  how  much  stress  they  put  on  you. 
You  can't  deviate  from  these  programs. 

If  you  were  to  be  called  back  for  a  short  time,  which  a  lot  of 
people  were  called  back — when  Jerry  talked  about  these  products 
coming  back  to  Sundstrand  to  be  repaired — they  would  call  people 
back  from  layoff  and  they  would  interrupt  their  schooling  or  they 
would  interrupt  a  new  job  that  they  had  replaced  their  old  job 
with,  and  that  caused  them  to  lose  the  new  job  and  it  also  caused 
them  to  lose  their  schooling,  because  you  could  not  so  much  as  drop 
a  class,  once  you  signed  this  contract  with  the  State,  because  once 
you  did,  your  schooling  was  stopped. 

Senator  Levin.  Thank  you. 
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Mr.  Fenton,  3'ou  made  some  reference  to  the  quality  of  the  work 
being  done  at  the  Mexican  plant.  I  think  your  words  were  that  the 
quality  was  defective. 

Mr.  Fenton.  Yes. 

Senator  Levin.  Can  you  tell  us  a  little  bit  more  about  that? 

Mr.  Fenton.  The  wire  harnesses  that  we  got  back,  to  keep  busi- 
ness with  the  automotive  company,  of  course,  there  is  zero  percent 
defect,  and  once  they  would  find  a  harness  that  was  defective,  they 
would  stop  all  shipments  and  send  them  to  Wabash,  so  that  we 
would  go  through  where  the  defect  lied.  It  was  cheaper  for  us  to  go 
through  it.  It  took  less  time  for  us  to  fix  the  defect  than  it  would  be 
for  us  to  build  the  entire  harness,  so  it  was  still  cheaper. 

Senator  Levin.  Were  there  more  defects  out  of  the  Mexican  oper- 
ation than  there  had  been  when  it  was  in  the  United  States? 

Mr.  Fenton.  Very  much  so,  yes. 

Senator  Levin.  And  was  the  process  that  the  customer  would 
return  the  harness  to  you,  or  was  it  the  process  that  all  of  the  wire 
harnesses  were  shipped  to  you  and  then  tested  in  some  way  and 
then  sent  to  the  customer? 

Mr.  Fenton.  Both,  it  happened  both  ways.  If  we  had  a  harness 
that  got  to  the  customer  that  was  not  what  they  wanted,  then  all 
shipments  would  just  come  to  us  prior  to  getting  to  the  customer. 
Then  for  some  time  thereafter,  what  we  would  have  to  do  is  they 
would  build  the  harness,  then  we  would  check  it  to  our  gauges  at 
Wabash. 

Senator  Levin.  The  UTA  plant  closing  press  release  stated  that 
it  was  closing  the  plant  because  there  weren't  enough  orders  from 
UTA's  main  customer,  Chrysler,  to  stay  open.  We  have  a  statement 
provided  by  Chrysler  which  said  that  they  actually  increased  pur- 
chases from  United  Technologies  and  deny  that  declining  sales  af- 
fected the  purchases  from  Wabash.  "There's  no  basis  for  the  state- 
ment which  was  included  in  the  United  Technologies  press  release 
indicating  that  declining  sales  have  affected  our  purchases  from 
that  plant."  Does  that  surprise  you? 

Mr.  Fenton.  No. 

Senator  Levin.  What  are  the  facts?  Were  there  declining  sales  to 
Chrysler  from  UTA? 

Mr.  Fenton.  The  Wabash  facility,  like  I  said,  was  a  job  shop. 
Whenever  there  was  an  overrun,  our  sales  increased  dramatically, 
especially  through  the  Mexican  plants.  Then  we  would  build  and 
we  would  hire  hundreds  of.  people  in  a  short  time  to  fulfill  the  re- 
quirements from  Chrysler.  It  was  a  lot  easier,  right,  wrong  or  indif- 
ferent, a  lot  easier  for  us  to  lay  off  in  the  United  States  than  it 
would  be  to  lay  off  in  Mexico,  for  a  number  of  different  reasons. 
And  we  would  ship  the  fixtures,  the  jigs  and  some  equipment  down 
to  Mexico  to  insure  that  Chrysler  received  the  appropriate  orders. 

Senator  Levin.  But  were  there  declining  sales  to  Chrysler? 

Mr.  Fenton.  From  our  plant,  yes,  but  I  would  think 

Senator  Levin.  I  mean  from  UTA. 

Mr.  Fenton.  I  wouldn't  be  privy  to  that  information. 

Senator  Levin.  I  mean  they  were  from  your  plant,  after  they 
moved  the  jigs  and  fixtures,  you  mean? 

Mr.  Fenton.  Well,  it  seemed  like  we  did  a  lot  of  work  just  for 
Mexico. 
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Senator  Levin.  Did  the  company  ever  use  the  threat  of  moving  to 
Mexico  or  elsewhere  where  wages  were  lower  as  a  tool  to  gain  con- 
cessions from  its  employees? 

Mr.  Fenton.  They  never  used  that  as  a  tool  to  gain  concessions. 
When  in  negotiations,  everyone  knew  that  Wabash  was  on  the 
bubble,  like  I  said.  The  fact  that  we  could  not  increase  to  other 
UTA  plants — and  when  I  say  other,  they  made  other  products,  the 
wire  harness  business  is  very  competitive  and  you  can  go  down  the 
road  and  find  somebody  building  them  in  their  barn  for  paying 
minimum  wage,  but  we  would  let  them  know  and  this  is  the  reason 
why  we  could  not  increase  the  wages  or  the  benefits  or  holidays  or 
whatever  the  case  may  be,  and  we  did  not  increase  benefits  and 
wages  dramatically  over  the  5  years  I  was  there. 

Senator  Levin.  Would  you  say  then  that  there  were  concessions 
that  were  made  in  order  to  keep  the  plant  competitive?  Is  that  a 
fair  statement? 

Mr.  Fenton.  When  I  think  of  concessions,  I  think  of  giving  back. 
Nothing  was  given  back. 

Senator  Levin.  But  less  benefits  were  added  than  might  normal- 
ly be  expected  or  had  been  the  history? 

Mr.  Fenton.  It  had  been  the  history.  You  have  to  realize,  in  the 
1970's,  the  automotive  industry  was  booming  and  in  the  1980's 
slowed  down. 

Senator  Levin.  Do  you  think  there  is  anything  that  could  have 
been  done  to  save  the  jobs  there? 

Mr.  Fenton.  No.  My  guess  is  the  die  was  cast  many  moons 
before  the  closing. 

Senator  Levin.  Was  that  because  of  the  wage  differential, 
mainly?  I  mean  even  if  there  had  been  a  request  for  concessions, 
could  there  have  been  enough  concessions  before  the  die  was  cast 
to  avoid  the  die  being  cast? 

Mr.  Fenton.  I  would  think  the  wages  and  benefits  was  a  large 
part  of  it.  Our  facility  itself  was  a  part  of  it.  It  was  an  old  building. 
The  labor  climate,  that's  why  I  went  to  Wabash,  because  the  labor 
climate  was  less  than  desirable.  We  got  that  turned  around,  so  that 
was  taken  out  of  the  picture.  But  wages  and  benefits  I  would  think 
was  a  large  portion  of  that,  compared  to  Mexico. 

Senator  Levin.  The  differential  between  Mexico  and  the  U.S.? 

Mr.  Fenton.  Very  much  so,  yes. 

Senator  Levin.  Thank  you  all.  We  appreciate  your  testimony  and 
your  coming  forward,  and  it  is  very  helpful. 

Thank  you. 

Our  third  panel  is  Harry  Browne.  We  are  especially  pleased  to 
welcome  him.  He  is  a  research  associate  at  Inter-Hemispheric  Edu- 
cation Resource  Center.  Today  he  is  releasing  a  preliminary  list  of 
plants  that  his  company  has  verified  have  moved  to  Mexico.  And 
the  Resource  Center  is  a  nonprofit,  privately  funded  organization 
that  has  put  this  list  together,  frankly,  because  the  U.S.  Govern- 
ment does  not  provide  such  a  list. 

Mr.  Browne,  your  research  is  timely  indeed,  and  I  think  you  are 
going  to  find  a  high  level  of  interest  in  your  work  among  members 
of  Congress.  We  welcome  your  testimony. 
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Mr.  Browne.  Thank  you  very  much,  Senator. 

Thank  you  for  holding  the  hearing,  and  certainly  thank  you  for 
your  interest  in  the  subject  as  a  whole.  I,  as  an  interested  citizen, 
and  I  am  sure  the  thousands  of  workers  who  are  represented  in  the 
study,  but  whose  stories  do  not  come  out  except  in  testimony  such 
as  this,  certainly  appreciate  the  interest. 

The  Resource  Center  provides  information  and  analysis  to  com- 
munity leaders,  labor  activists  and — ^when  the  occasion  arises,  such 
as  this — to  national  policymakers.  In  the  last  decade,  we  have  fo- 
cused largely  on  U.S.  relations  with  Mexico  and  Central  America. 

Our  work  in  that  area  has  made  us  aware  of  the  extent  to  which 
U.S.  manufacturing  base  is  leaving  this  country.  Our  Government 
has  promoted  the  movement  of  manufacturing  abroad  through  pro- 
visions of  U.S.  tax  and  tariff  laws,  as  well  as  through  the  Overseas 
Private  Investment  Corporation.  Furthermore,  U.S.  policy  has 
strongly  pushed  the  governments  of  developing  countries  to  open 
their  economies  to  foreign  investment  and  to  provide  tax,  infras- 
tructural,  and  other  incentives  to  attract  firms  from  the  United 
States  and  other  countries. 

In  researching  this  issue  further,  we  discovered  that  despite  its 
active  role  in  the  relocation  of  manufacturing,  our  Government 
could  tell  us  nothing,  as  you  noted,  about  its  real-life  effects  on 
workers  and  on  the  economy  as  a  whole.  No  agency  had  attempted 
to  correlate  plant  closings  here,  for  example,  with  manufacturing 
in  low-wage  countries  abroad  or  to  document  the  downward  pres- 
sure, that  you  and  Mr.  Fenton  were  just  talking  about,  such  reloca- 
tions have  placed  on  the  wage  levels  negotiated  by  workers  and 
unions  who  increasingly  find  themselves  competing  with  low-wage 
foreign  employees  of  their  own  corporations. 

The  closest  thing  to  such  an  effort  was  the  compilation  of  quar- 
terly Mass  Layoff  Reports  by  the  Bureau  of  Labor  Statistics.  These 
reports,  however,  were  useless  for  tracking  manufacturing  reloca- 
tion, for  two  reasons.  First,  they  relied  on  self-reporting  by  corpora- 
tions of  the  reasons  for  moving,  and  again,  as  has  been  established 
at  this  hearing,  corporations  often  do  not  reveal  the  reason  for 
their  moving. 

For  example,  in  1988,  only  nine  events  listed  by  the  BLS  in  their 
report  were  listed  as  due  to  overseas  relocations,  when,  in  fact,  we 
have  established  that  in  1988,  25  plants  at  least  moved  to  Mexico 
alone,  much  less  anywhere  else. 

Second,  the  BLS  reports  were  aggregated  by  State  and  industry 
and  provided  no  company-specific  data.  This  made  it  impossible  to 
verify  the  reasons  given  for  a  particular  layoff  or  closing.  Further, 
there  was  no  distinction  made  between  a  relocation  to  Mexico,  for 
example,  and  one  to  Canada,  despite  the  very  different  implications 
those  two  moves  would  have  about  U.S.  policy  and  about  U.S.  eco- 
nomic competitiveness. 


The  prepared  statement  of  Mr.  Browne  with  attachments  appears  on  page  132. 
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As  you  are  aware,  the  BLS  has  placed  these  reports  on  hold.  If 
you  are  able  to  convince  the  agency  to  resume  their  publication,  I 
would  hope  that  some  of  these  issues  would  be  addressed. 

Instead  of  conducting  down-to-earth  studies,  administration  offi- 
cials have  relied  on  economic  modeling  to  reassure  themselves  and 
others  that  facilitating  plant  relocation  would  improve  economic  ef- 
ficiency and  generate  net  gains  for  this  country  and  the  world  as  a 
whole.  And  as  has  every  other  witness  I  think  mentioned,  I,  too, 
wish  Senator  McCain  could  have  been  here — this  is  certainly  his 
argument — there  is  an  increase  in  jobs  in  the  United  States. 

The  models  that  are  used  to  reach  this  conclusion  are  fundamen- 
tally flawed  by  assumptions  that  you  and  I  know  to  be  unreal,  such 
as  full  employment,  fully  competitive  markets  and  universal  adher- 
ence to  free  market  principles  by  our  trading  partners. 

Most  relevant  to  this  hearing  is  the  fact  that  the  theory  of  com- 
parative advantage,  upon  which  free  trade  advocates  rest  their  ar- 
guments, is  rendered  obsolete  by  high  capital  mobility.  Senator 
McCain's  hero  of  sorts,  Adam  Smith,  himself  noted  that  free  cap- 
ital mobility  would  undermine  what  came  to  be  known  as  the 
theory  of  comparative  advantage,  although  at  that  time  it  was  not 
called  such. 

Our  new  Secretary  of  Labor  has  argued  that  we  cannot  consider 
our  capital  stock  to  be  "ours"  any  more,  nor  our  technological  lead, 
since  both  are  freely  transferred  around  the  globe.  We  certainly 
cannot  depend  on  U.S.  capital  and  technology  by  themselves  to  re- 
place the  jobs  that  runaway  plants  take  with  them  with  better- 
paying,  more  productive  employment.  These  higher-wage  jobs  that 
are  supposed  to  replace  the  lower-wage  jobs  that  are  leaving  are 
also  moving  abroad.  I  would  be  very  glad  to  discuss  that  issue 
more.  I  think  it  is  a  very  important  aspect  of  NAFTA. 

Just  one  example  that  I  am  very  familiar  with,  for  example,  is 
Ford's  investment  of  $1  billion  in  two  existing  state-of-the-art 
plants  in  Mexico,  to  add  capacity  and  flexibility.  These  plants  are 
in  Hermosillo  and  Chihuahua,  and  they  produce  with  very  high 
technology,  and  get  very  high  quality  results. 

I  believe  there  are  two  reasons  for  the  failure  of  the  U.S.  Govern- 
ment to  collect  this  critical  information  on  the  functioning  of  the 
national  economy.  The  first  is  the  understandable  desire  of  the  last 
two  administrations  to  downplay  the  extent  of  human  suffering  at- 
tributable to  their  free  market  and  anti-labor  policies. 

The  second  reason  stems  from  the  free  market  ideology  itself, 
which  refuses  to  acknowledge  that  the  Government  can  and  should 
concern  itself  with  monitoring  and  ameliorating  the  effects  of  such 
so-called  "microeconomic"  events  as  plant  closings.  These  microeco- 
nomic  decisions  affect  whole  communities.  This  position,  as  you  are 
well  aware,  was  a  principal  source  of  opposition  to  the  WARN  Act 
and  the  reason  it  was  watered  down  between  1974  and  1988  by  the 
time  it  was  finally  passed  and  signed. 

In  pursuit  of  solid  information  about  what  we  call  "runaway" 
plants,  the  Resource  Center  launched  a  year-long  investigation  into 
the  movement  of  manufacturing  to  Mexico.  This  effort  stems  from 
a  desire  to  understand  the  ramifications  of  the  proposed  North 
American  Free  Trade  Agreement.  Labor  advocates,  environmental- 
ists and  others  argue  that  greater  capital  mobility  resulting  from 
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NAFTA  will  accelerate  the  movement  of  manufacturing  jobs  from 
the  United  States  to  Mexico  and  encourage  corporations  to  avoid 
relatively  strict  U.S.  environmental  laws  and  regulations,  by  ship- 
ping their  most  highly  polluting  operations  south. 

This,  by  the  way,  is  a  highly  controversial  position.  There  are 
many  who  deny  that  this  is  a  reason  for  moving  to  Mexico.  There 
are  numerous  studies  on  the  issue  that  find  one  way  or  the  other. 
Again,  I  would  be  glad  to  address  that  question. 

Our  research  indicates  that  this  is  a  very  real  threat  and  sug- 
gests that  the  integration  of  the  U.S.  and  Mexican  economies  must 
not  be  based  on  an  imbalance  in  labor  rights  and  environmental 
protection.  Further,  such  integration  must  be  accompanied  by 
measures  that  encour£ige  corporations  to  act  like  responsible  com- 
munity members,  rather  than  transient  opportunists. 

As  you  noted  in  your  opening  statement,  I  have  submitted  to  the 
Subcommittee  a  preliminary  list  of  some  197  work  sites  identified 
by  our  research  as  having  suffered  a  loss  of  employment  as  the 
result  of  a  direct  shift  of  work  from  the  United  States  to  Mexico. 
This  has  been  rendered  into  a  map  by  your  staff  very  effectively,  I 
think. 

The  number  of  jobs  directly  transferred  out  of  these  plants  that 
we  could  account  for  is  roughly  80,000.  I  would  like  to  be  clear 
about  what  I  mean  by  direct  shift  of  work.  The  work  sites  we  have 
listed  all  suffered  a  net  loss  of  employment  associated  with  the  cor- 
porate decision  to  halt  production  of  one  or  more  specific  goods  in 
the  United  States  and  to  launch  or  expand  production  of  the  same 
or  a  closely  related  product  in  Mexico.  This  is  a  very  narrow  defini- 
tion of  runaway  jobs. 

For  one  thing,  we  have  not  included  the  ripple  effect  that  run- 
away jobs  have  on  affected  communities,  that  is  the  jobs  lost  in 
supplier  industries  and  among  businesses  that  provide  services  to 
the  employees  of  local  manufacturers. 

We  have  also  omitted  three  of  the  principal  means  by  which  U.S. 
jobs  move  abroad  from  our  list.  These  are  out-sourcing  of  compo- 
nent production  to  independent  suppliers  based  abroad.  This  would 
include,  for  example,  shelter  operations  such  as  the  one  run  by  Mr, 
Fairfax. 

We  have  excluded  the  conversion  of  a  manufacturer  into  an  im- 
porter of  finished  goods.  This  was  rampant  in  the  consumer  elec- 
tronics industry.  And  we  have  excluded  the  loss  of  jobs  resulting 
from  increased  import  market  share  in  a  given  product  area. 

Nor  do  we  account  for  the  conversion  of  permanent  jobs  to  tem- 
porary jobs,  such  as  Mr.  Fenton  was  explaining,  where  overflow 
production  comes  back  to  the  United  States,  temporary  employees 
are  used  to  fill  gaps,  and  then  when  production  slows  again,  tempo- 
rary layoffs  occur.  We  have  only  counted  permanent  layoffs,  and 
those  temporary  fluctuations  then  escape  our  attention. 

Third,  in  choosing  to  list  only  those  plants  where  a  direct  produc- 
tion shift  took  place,  we  are  also  ignoring  the  opportunity  costs  to 
the  U.S.  economy  of  jobs  created  in  Mexico  by  the  expansion  of  ac- 
tivities there,  rather  than  in  the  United  States.  For  example,  Cum- 
mins Engine's  1991  decision  to  set  up  two  new  crankshaft  lines  in 
another  state-of-the-art  facility,  very  high  technology,  in  San  Luis 
Potosi,  rather  than  in  an  existing  plant  in  Fostoria,  Ohio,  or  in 
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other  U.S.  plants  that  could  perform  the  work,  does  not  appear  on 
our  list. 

On  top  of  the  conservative  definition  we  use  for  runaways,  the 
number  of  plgints  on  our  list  is  limited  by  significant  data  collection 
problems.  Gathering  complete  and  accurate  data  for  Mexican  man- 
ufacturing operations  was  a  painstaking  task,  but  it  was  far  more 
difficult  to  gather  systematic  information  about  plant  closings  or 
permanent  layoffs  in  the  United  States. 

Before  1989,  employers  were  under  no  obligation  to  make  public 
their  layoffs  or  shutdowns.  Since  the  Worker  Adjustment  and  Re- 
training Notification  Act  took  effect  early  that  year,  each  State  has 
maintained  a  list  of  closings  and  large-scale  layoffs.  But  the  WARN 
Act  is  shot  through  with  loopholes  that  greatly  weaken  its  useful- 
ness to  workers  and  to  researchers  such  as  myself. 

As  the  General  Accounting  Office  recently  reported,  a  great 
many  of  the  mass  layoffs  the  Act  was  intended  to  cover  go  unre- 
ported. From  a  researcher's  perspective,  even  worse  than  that  is 
the  absence  of  useful  information  included  in  WARN  listings  and 
the  inaccessibility  of  these  listings  to  the  public  in  several  States. 

Only  a  handful  of  States  provide  information  about  the  product 
or  industry  involved  in  a  layoff  or  a  shutdown.  A  large  portion  fail 
to  differentiate  among  shutdowns,  permanent  layoffs  and  tempo- 
rary layoffs.  And  10  States,  including  the  key  State  of  California, 
shown  on  your  map  as  having  been  a  large  source  of  runaway 
plants,  either  refuse  to  release  their  lists  in  any  form  or  make  it 
too  costly  or  difficult  to  obtain. 

The  lack  of  Government  information  forced  us  to  rely  on  press 
clippings  and  personal  interviews  for  data  on  shutdowns  and  lay- 
offs. But  few  corporations,  as  noted  previously,  broadcast  their  in- 
tention to  move  jobs  to  Mexico,  although  some  do  as  part  of  a  nego- 
tiating strategy  that  involves  obtaining  concessions  from  workers. 
Mostly  they  view  this  move  as  a  potential  public  relations  liability. 

What  is  more,  runaway  production  rarely  follows  the  classic  pat- 
tern of  a  closing  in  the  U.S.  accompanied  by  a  new  facility  making 
the  same  product  in  Mexico.  Instead,  it  often  occurs  through  a 
gradual  decline  in  orders  filled  by  one  plant  and  a  gradual  build-up 
of  work  assigned  to  another.  Runaway  production  can  also  happen 
as  a  part  of  a  consolidation,  a  rationalization  or  restructuring  of 
productive  activities  that  resembles  a  shell  game,  with  production 
being  split  and  shuffled  among  numerous  plants. 

In  1982,  for  one  example,  the  Arlington,  Texas  GM  plant  stopped 
producing  the  El  Camino,  a  popular  model  here,  moved  that  pro- 
duction to  Ramos  Arizpe  in  Mexico,  and  replaced  that  production 
with  another  model,  so  that  there  was  no  loss  of  jobs  in  Arlington. 
Those  production  jobs  were  lost  somewhere  else  and  it  is  very  diffi- 
cult for  us  to  track  something  like  that,  so  those  losses  are  not  indi- 
cated on  this  list. 

For  these  and  other  reasons,  we  believe  our  list  represents  only  a 
portion  of  the  flight  of  U.S.  jobs  to  Mexico,  and  Mexico,  of  course, 
has  received  only  a  portion  of  all  U.S.  jobs  shipped  overseas.  Puerto 
Rico,  the  Dominican  Republic,  Central  America,  Taiwan,  South 
Korea,  Singapore  all  figure  heavily,  and  Malaysia. 

Nevertheless,  it  is  an  instructive  list  and  it  illustrates  the 
breadth  of  jobs  and  regions  affected  by  runaway  employers.  By  the 


43 

way,  that  map  would  show  several  more  States  by  now  with  dots 
on  it,  including  my  own  of  New  Mexico  and  Nevada,  and  we  have 
roughly  20  more  plants  in  the  2  weeks  since  we  prepared  that  list 
and  now. 

Certainly,  the  Sun  Belt,  commonly  perceived  to  have  been  a  ben- 
eficiary of  capital  mobility  as  factories  move  from  North  to  South, 
has  experienced  a  very  significant  share  of  the  jobs  lost  to  Mexico. 

The  challenge  of  slowing  the  drain  of  manufacturing  employ- 
ment is  a  great  one.  But  one  very  important  place  to  start  is  in 
strengthening  the  ability  of  local  governments,  community  groups 
and  workers  to  respond  to  threatened  plant  closures.  The  Resource 
Center  does  not  take  positions  on  specific  legislative  initiatives,  but 
we  would  encourage  you  and  your  colleagues  to  balance  the  rights 
of  private  investors  to  do  what  they  want  with  their  capital,  with 
the  rights  of  workers  and  communities  to  participate  in  or  at  least 
be  informed  about  decisions  that  affect  their  fundamental  interests. 

Thank  you  very  much. 

Senator  Levin.  Thank  you,  Mr.  Browne. 

First,  I  want  to  go  over  one  example  that  you  gave  us  on  page  2 
of  your  testimony,  and  that  is  that  in  1988,  according  to  the  Bureau 
of  Labor  Statistics,  there  were  only  nine  closings  of  plants  in  the 
United  States  which  were  due  to  overseas  relocation  an5nvhere. 

Mr.  Browne.  That  is  correct. 

Senator  Levin.  But  according  to  your  research,  which  you  say 
misses  probably  one-third  to  one-half  of  all  the  runaways,  25  plants 
you  say  lost  jobs  to  Mexico  alone.  Does  that  mean  that  they  moved 
to  Mexico? 

Mr.  Browne.  They  moved  at  least  some  production  jobs.  As  both 
of  the  cases  here  today  indicate,  often  a  plant  stays  open,  even 
though  many  of  the  production  jobs  have  been  shifted. 

Senator  Levin.  Now,  does  the  Bureau  of  Labor  Statistics  purport 
to  tell  us  where  there  is  a  total  closing,  or  does  that  include  partial 
closings,  the  nine  events? 

Mr.  Browne.  That  includes  permanent  shutdowns  and  large  lay- 
offs which  I  believe  they  define  the  same  as  the  WARN  Act,  that 
is,  over  50  at  a  time. 

Senator  Levin.  Now,  do  your  25  work  sites  losing  jobs  use  the 
same  definition? 

Mr.  Browne.  Yes,  they  do. 

Senator  Levin.  So  that  using  the  same  definition  as  the  Bureau 
of  Labor  Statistics,  you  have  shown  that  at  least  25  closings  or  sub- 
stantial reductions  in  that  year  1988,  whereas,  the  Bureau  of  Labor 
Statistics  had  the  number  at  nine,  and  you  show  only  for  Mexico, 
and  they  show  for  the  whole  world. 

Mr.  Browne.  That's  correct. 

Senator  Levin.  And  your  research  again  misses  one-third,  you 
believe,  to  one-half  of  the  events? 

Mr.  Browne.  I  believe  that's  correct. 

Senator  Levin.  OK. 

Mr.  Browne.  It  should  be  noted  that  in  that  year,  1988,  the  BLS 
surveys  involved  only  29  States  out  of  the  50  States,  plus  the  Dis- 
trict of  Columbia  and  Puerto  Rico,  and  they  acknowledge  that. 

Senator  Levin.  So  that  is  set  forth  in  their  report,  the  limitations 
are  set  forth  in  their  report? 
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Mr.  Browne.  That's  correct. 

Senator  Levin.  Why  don't  they  give  us  a  more  complete  picture? 

Mr.  Browne.  The  States  were  not  mandated  to  participate.  It 
was  a  voluntary  arrangement.  They  received  money  for  doing  so, 
which  is  why  by  the  time  it  was  shut  down,  49  had  decided  to  sign 
on.  That  is  certainly  one  reason. 

Another  more  fundamental  reason  is  that  individual  corporate 
decisions  are  generally  viewed  by  the  Federal  and  the  State  Gov- 
ernments as  private,  and  it  would  challenge  the  right  of  a  corpora- 
tion to  move  its  capital  wherever  it  wanted.  To  publish  their  names 
is  the  theory,  that  in  some  way  that  would  put  these  companies  at 
a  competitive  disadvantage,  so  they  do  not  publish  individual  com- 
pany data.  That  is  a  more  fundamental  problem  with  the  reports. 

Senator  Levin.  Well,  they  could  give  us  total  numbers,  without 
publishing  names,  right? 

Mr.  Browne.  They  certainly  could.  That  is  their  intention.  They 
are  relying  on  voluntary  reporting  by  the  corporations. 

Senator  Levin.  What  are  the  reasons  that  Congress  has  been  so 
unsuccessful  in  getting  this  data?  You  indicate  that  there  are  a 
number  of  private  places,  one  in  California,  I  believe,  the  Data 
Center  that  has  been  cataloging  plant  closings. 

Mr.  Browne.  That's  correct. 

Senator  Levin.  Is  that  a  comprehensive  catalog? 

Mr.  Browne.  No,  they  would  certainly  acknowledge  it  is  not 
comprehensive,  also.  Certainly  in  the  earlier  years  of  the  1980's 
when  they  started,  their  data  collection  problems  were  the  same  as 
the  ones  I  am  finding  now  and  that  is  that  new  technology  for  on- 
line computer  searching  and  CD-ROM  access  on  computers,  for  ex- 
ample, were  unavailable.  Therefore,  in  the  early  1980's,  the  first 
half,  at  least,  many,  many  plant  closings  were  never  logged  by  any- 
body. 

Senator  Levin.  But  is  there  any  reason  why  an  agency  of  the 
Government  could  not  do  what  you  do,  which  is  to  take  whatever 
sources  are  available  out  there,  be  it  the  Oakland  firm  or  be  it 
Newsbank,  which  has  headquarters  in  Connecticut,  or  all  the  other 
indexes  of  major  newspapers  on  record?  You  have  indicated  a  lot  of 
other  sources.  Is  there  any  reason  why  a  government  agency  could 
not  do  what  you  do  and  give  us  a  more  complete  picture  of  plant 
closings? 

Mr.  Browne.  There  is  no  technological  reason  whatsoever.  They 
would  be  able  to  do  a  far  better  job  than  the  Resource  Center.  Pre- 
sumably, they  would  have  a  budget  that  would  allow  them  to  use 
much  more  expensive  private  data  information  services  such  as 
Dun  &  Bradstreet's  Market  Indicators,  which,  if  searched  by  locali- 
ty and  matched  up,  would  give  a  much,  much  more  complete  pic- 
ture of  changes  in  employment  levels  by  specific  company,  much 
less  by  industry. 

Senator  Levin.  How  much  do  you  think  it  would  cost  the  Federal 
Government  to  come  up  with  a  good  assessment  of  -how  many 
plants  are  closing  a  year  and  moving  abroad  or  moving  to  Mexico? 

Mr.  Browne.  You  have  to  understand  that  I  work  with  an  orga- 
nization with  a  $200,000  budget  annually,  and  that  estimate  would 
be  beyond  me.  I  know  the  BLS  budget  for  its  mass  layoff  reports 
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was  $6  million  a  year.  I  imagine  they  would  have  to  add  to  that 
considerably. 

Senator  Levin.  Well,  they  would  have  to  add  to  that  budget,  but 
it  would  not  cost  $6  million  just  to  do  the  plant  closing  part,  would 
it? 

Mr.  Browne.  Certainly  not. 

Senator  Levin.  Do  you  think,  for  instance,  that  for  $1  million, 
the  Federal  Grovernment  could  give  us  a  pretty  comprehensive 
report  of  plant  closings  per  year  and  where  they  are  going? 

Mr.  Browne.  I  would  think  so.  Again,  my  conception  is  based 
on 

Senator  Levin.  Small  business? 

Mr.  Browne.  Small  business,  exactly.  I  imagine  government 
spending  is  on  a  different  scale. 

Senator  Levin.  But  is  that  a  realistic  number,  based  on  your  ex- 
perience, that  for  $1  million  we  could  get  a  good  assessment  as  to 
how  many  plants  are  moving,  either  substantially  or  totally? 

Mr.  Browne.  The  Resource  Center  would  be  very  glad  to  take 
that  contract  for  $1  million. 

Senator  Levin.  You  could  give  us  a  pretty  comprehensive  report? 

Mr.  Browne.  Yes,  I  think  so. 

Senator  Levin.  Well,  we  have  got  Senator  Pryor  on  this  Commit- 
tee who  is  very  leery  about  use  of  consultants.  I  am  not  so  sure 
that  we  can  make  a  commitment  to  contract  this  out. 

Mr.  Browne.  He  should  be  leery  of  consultants,  I  think. 

Senator  Levin.  What  about  the  questions  the  BLS  asks,  is  that 
part  of  the  problem,  that  they  don't  eisk  all  the  right  questions? 

Mr.  Browne.  I  don't  know  precisely  what  their  survey  includes. 
Certainly,  they  don't  publish  the  right  questions,  if  they  have 
asked  them. 

Senator  Levin.  You  have  shown  us  a  list  of  197  plants  which  you 
say  have  recently  been  updated  I  believe  to  216? 

Mr.  Browne.  That's  correct. 

Senator  Levin.  We  understand  that  you  have  a  longer  list  of 
over  300  plants  that  you  have  not  yet  verified.  Is  that  300  in  addi- 
tion to  the  216? 

Mr.  Browne.  Yes,  the  total  now  is  540,  of  which  216  are  con- 
firmed. 

Senator  Levin.  And  that's  the  list  which  has  moved  over  what 
period  of  time,  you  believe? 

Mr.  Browne.  For  the  most  part,  the  list  starts  in  the  early 
1980's,  1983-84.  There  are  a  few  exceptions  where  we  found  some- 
thing out  earlier  that  we  have  included.  The  boom  time  for  Mexico 
really  was  after  1982,  and  that  is  the  relevant  period  for  us. 

Senator  Levin.  Now,  does  your  list,  which  is  about  500  covering  a 
period  of  time  from  1983-1993,  look  at  long-term  net  reduction  in 
employment  at  a  U.S.  facility  accompanied  by  an  expansion  of  em- 
ployment at  a  new  or  existing  Mexican  facility  or  something  less 
than  that?  In  other  words,  what  is  that  500  plants? 

Mr.  Browne.  The  216  is  precisely  what  we  have  defined,  either 
an  expansion  in  Mexico  or  a  new  plant  in  Mexico.  The  others  are 
closings  and  layoffs,  large  layoffs,  permanent  layoffs  that  we  know 
about  in  the  United  States  by  a  company  that  has  operations  in 
Mexico  that  produces  a  product  related,  we  believe,  to  the  products 
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produced  in  the  United  States,  but  that  because  of  insufficient  data 
either  in  Mexico  or  on  the  U.S.  side,  we  don't  know  precisely  which 
product  it  was  or  we  don't  know  how  many  jobs  are  in  Mexico,  for 
example,  or  whether  they  expanded  as  a  result  of  the  closing  in  the 
United  States. 

My  estimate  would  be,  with  significant  investment  of  time  and 
personal  interviews  and  site  surveys,  we  could  double  our  list  of 
216  confirmed  plant  closings. 

Senator  Levin.  Can  you  make  available  to  the  Committee,  the 
additional  plants  as  you  confirm  other  data? 

Mr.  Browne.  I  would  be  glad  to  do  it  in  whichever  form  Ms.  Pas- 
cale  or  anybody  else  requests  it. 

Senator  Levin.  When  you  were  doing  your  research,  what  did 
you  uncover  in  terms  of  the  reasons  that  U.S.  companies  have  for 
moving  to  Mexico? 

Mr.  Browne.  That  analysis  actually  will  be  completed  later  this 
month  and  we  will  be  publishing  that  in  late  May.  Certainly,  wage 
rates  are  the  largest  factor,  I  think  there  is  no  question  about  that. 
Whether,  as  Mr.  Fairfax  has  discussed,  these  are  corporations  that 
never  even  thought  about  moving  or  they  have  already  thought 
about  moving  and  the  decision  is  to  go  to  Mexico,  the  fact  is  that 
the  wage  rates  are  a  major  factor. 

Another  factor  that  often  occurs,  especially  in  the  auto  industry, 
for  example,  but  in  others  also,  is  the  ability  to  mold  a  new  work- 
force, rather  than  work  with  an  old  workforce  that  has  set  ways 
and  that  has  union  restrictions  on  work  definitions,  for  example. 
Mexican  unions  do  not  operate  that  way. 

Senator  Levin.  And  certain  benefits  that  have  been  built  up? 

Mr.  Browne.  There  are  benefits,  certainly,  and  I  count  those  as 
wage  issues. 

Senator  Levin.  I  see. 

Mr.  Browne.  What  I  am  speaking  of  is  workforce  organization. 
The  Mexican  workforce  generally  is  much  more  flexible  in  that  you 
can  assign  somebody  to  do  any  number  of  jobs,  without  meddling 
by  union  representatives  in  that  decision. 

Senator  Levin.  Why  is  it  important  to  identify  the  number  of 
plants  that  have  moved  to  Mexico?  What  is  the  relevance  of  that  to 
our  policy  deliberations? 

Mr.  Browne.  I  think  there  is  a  significant  difference  between  a 
plant  closing,  a  runaway  plant,  as  it  were,  and  lost  opportunity  for 
new  jobs  or  other  forms  of  indirect  job  loss,  because  a  plant  closing 
has  a  major  effect  on  employees  who  have  already  planned  their 
lives  around  that  employment,  and  communities  that  already 
depend  on  that  investment  and  that  payroll.  So  looking  specifically 
at  this  segment  of  job  loss  isolates  an  opportunity  to  improve  your 
policy  in  this  area,  by  allowing  workers  and  communities  and  com- 
munity activist  groups  to  respond  to  threatened  relocations. 

The  more  indirect  job  loss,  for  example,  of  changing  a  quota  on 
apparel  imports  or  of  opening  trade  with  Mexico  through  an  agree- 
ment, for  example,  that  would  cause  an  increase  in  imports  and, 
thereby,  an  indirect  loss  of  jobs  in  the  United  States,  is  harder  for 
policjonakers  to  target  in  terms  of  giving  workers  and  communities 
the  ability  to  respond.  It  is  the  isolated  plant  closings  that  can  be 
identified  that  offer  that  opportunity. 


47 

Senator  Levin.  We  want  to  thank  you  and  the  other  witnesses. 
We  are  going  to  have  a  second  hearing  on  import  and  export  data. 
It  is  going  to  be  on  April  28,  and  we  are  going  to  have  Commerce 
and  Labor  here  to  testify.  Any  additional  data  which  you  have  by 
that  date  or  even  later,  by  the  way,  would  be  very  helpful  to  us. 

Our  witnesses  today  have  been  very,  very  helpful  to  us.  For  the 
policy  deliberations  of  the  Congress,  there  has  been  a  lot  of  very 
significant  testimony  that  has  been  forthcoming  today,  and  we  are 
very  most  appreciative  and  we  thank  you  all. 

We  will  st£uid  adjourned. 

[Whereupon,  at  11:50  a.m.,  the  Subcommittee  adjourned.] 


OVERSIGHT  OF  FEDERAL  TRADE  DATA:  WHAT 
WE  DONT  KNOW  COULD  HURT  US 


WEDNESDAY,  APRIL  28,  1993 

U.S.  Senate, 
Subcommittee  on  Oversight  of  (government 
Management,  CJommittee  on  Governmental  Affairs, 

Washington,  DC. 

The  Subcommittee  met,  pursuant  to  notice,  at  9:40  a.m.,  in  room 
SD-342,  Dirksen  Senate  Office  Building,  Hon.  Carl  M.  Levin,  Chair- 
man of  the  Subcommittee,  presiding. 

Present:  Senators  Levin,  Dorgan,  and  McCain. 

Staff  Present:  Linda  J.  Gustitus,  Staff  Director  and  Chief  Coun- 
sel; Alison  Pascale,  Legislative  Assistant  to  Senator  Levin;  Frankie 
DeVergie,  Chief  Clerk;  Jim  Beam,  Legislative  Assistant  to  Senator 
Levin;  Kun  Corthell,  Minority  Staff  Director;  and  Nate  Rice,  Ma- 
jority Intern. 

OPENING  STATEMENT  OF  SENATOR  LEVIN 

Senator  Levin.  Good  morning,  everybody. 

The  Subcommittee  hearing  today  will  look  at  two  problems:  first, 
how  export  data  is  used  in  a  misleading  way  to  create  the  impres- 
sion that  all  exports  result  in  job  growth;  and,  second,  our  woeful 
lack  of  information  on  plant  closings  an^  plant  mpyement  out  of 
the  country. 

Both  of  these  elements  are  key  in  assessing  the  real  conse- 
quences of  the  North  American  Free  Trade  Agreement,  NAFTA. 
And  yet,  as  we  will  learn  today,  that  data  and,  thus,  those  claims 
are  seriously  flawed. 

Proponents  of  NAFTA  claim  that  NAFTA  will  be  good  for  the 
United  States  because  U.S.  exp)orts  to  Mexico  will  grow.  The  Com- 
merce Department  estimates  in  its  report  entitled  'U.S.  Jobs  Sup- 
ported by  U.S.  Merchandise  Exports  to  Mexico"  that  for  every  $1 
billion  worth  of  U.S.  exports  to  Mexico,  about  20,000  jobs  are  cre- 
ated. 

We  have  been  told  over  and  over  again  that  increased  exports 
are  directly  translated  into  job  growth.  In  Michigan,  we  are  told 
that  about  31,000  jobs  depend  on  exports  to  Mexico.  EJconomists, 
Government  agencies,  and  trade  analysts  have  used  this  assump- 
tion to  project  future  job  gains  through  even  larger  exports  under 
NAFTA. 

Today's  hesiring  will  debunk  that  m5rth.  It  will  throw  a  monkey 
wrench  into  much  of  what  we  have  been  told  about  U.S.  trade  with 
Mexico;  that  is,  that  U.S.  trade  with  Mexico  is  unequivocally  a 
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good  thing  for  America.  We  will  see  why  we  cannot  simply  assume 
that  all  exports  to  Mexico  mean  jobs  growth. 

First,  the  Census  Bureau  will  testify  today  that  everything,  in- 
cluding the  kitchen  sink,  is  counted  in  the  definition  of  an  export. 
That  means  that  all  machinery  and  equipment  are  counted  as  ex- 
ports even  though  that  equipment  may  be  exported  in  order  to  re- 
locate a  former  factory  from  America  to  another  country. 

In  our  April  1st  hearing,  the  Subcommittee  heard  from  Ameri- 
can workers  from  Michigan  and  Indiana  who  lost  their  jobs  to 
Mexico  and  were  required  to  pack  up  the  equipment  and  remaining 
supplies  that  were  used  for  the  jobs  and  to  ship  them  to  Mexico  for 
the  new  jobs  in  Mexico.  Some  even  had  to  go  to  Mexico  and  train 
the  workers  there  on  how  to  operate  that  very  equipment. 

Surely  no  one  would  suggest  that  the  export  of  that  equipment 
creates  American  jobs  when  it  is  the  direct  result  of  the  loss  of 
American  jobs.  Yet  all  that  equipment  and  those  supplies  are 
counted  as  U.S.  exports  to  Mexico  and  are  included  in  the  calcula- 
tion linking  exports  to  job  growth.  That  doesn't  make  sense,  and  it 
is  a  misleading  calculation. 

Second,  in  1965,  Mexico  established  what  is  called  the  maquila- 
dora  program.  This  program  allows  U.S.  companies  to  ship  raw  ma- 
terials and  parts  into  Mexico,  duty  free,  provided  the  finished  or 
partially  assembled  product  is  shipped  back  to  the  United  States  or 
exported  to  another  country. 

According  to  Mexican  data,  which  has  been  compiled  by  the 
GAO,  maquiladoras  obtain  over  99  percent  of  their  supplies  and 
materials  from  the  United  States  and  send  over  99  percent  of  their 
products  back  to  the  United  States.  All  the  supplies  and  materials 
sent  to  maquiladoras  are  counted  as  exports  from  the  United 
States,  and  all  the  products  shipped  back  to  the  United  States  for 
sale  are  counted  as  imports. 

Yet,  in  reality,  the  materials  were  simply  shipped  to  Mexico  for 
added  assembly,  not  consumption,  and  the  maquiladora  operation 
often  has  manufacturing  and  assembly  operations,  many  of  which 
were  previously  done  in  the  United  States  by  American  workers  in 
American  jobs. 

We  have  not  created  a  new  export  market  for  American  goods 
with  the  maquiladoras.  Instead,  we  are  simply  trading  those  parts 
and  components  with  ourselves. 

But  in  our  trade  data,  these  shipments  to  and  from  maquila- 
doras, comprising  roughly  39  percent  of  our  total  trade  with 
Mexico,  are  counted  by  our  Federal  agencies  as  exports  and  im- 
ports, even  though  it  doesn't  represent  real  trade  with  Mexico. 

Interestingly  enough,  even  the  Mexican  Government  doesn't  in- 
clude maquiladora  trade  in  its  trade  data  because  it  does  not  con- 
sider it  to  be  true  Mexican  trade.  We  do,  however,  let  it  form  part 
of  the  basis  for  assessing  present  and  future  job  growth. 

Trade  data  compiled  for  individual  States  of  the  United  States  is 
also  weak  and  even  less  reliable.  For  example,  U.S.  Government 
figures  for  State  exports  record  the  State  from  which  an  item  was 
actually  exported  and  not  the  State  from  where  it  was  manufac- 
tured or  grown. 

As  much  as  30  percent  of  the  exports  attributed  to  a  specific 
State  may  actually  not  be  from  that  State.  According  to  our  own 
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Commerce  Department,  "The  data  may  even  show  significant  ex- 
ports of  manufactured  products  from  States  where  manufacturing 
plants  are  virtusdly  non-existent." 

While  State-by-State  export  data  may  be  inaccurate  and  unreli- 
able, accurate  State-by-State  import  data  simply  does  not  exist. 

The  Commerce  Department  has,  nonetheless,  published  a  book 
relying  on  State-by-State  statistics  to  advertise  the  importance  of 
exports  to  Mexico  for  each  State.  The  Commerce  Department 
claims  the  study  is  the  most  up-to-date  source  of  information  on 
State  exports.  Its  caution  in  the  fine  print,  however,  ageiinst  relying 
solely  on  these  statistics  when  drawing  conclusions  about  the  con- 
tribution of  exports  to  a  given  State's  employment  and  overall  eco- 
nomic health  is  lost  in  the  ballyhoo  of  the  big  print  about  the  huge 
growth  in  exports  and  in  the  flat-out  representation  that  U.S.  ex- 
ports translate  directly  into  U.S.  jobs. 

Commerce,  the  Trade  Representative,  and  others  use  that  data  to 
assert  that,  for  example,  Michigan's  exports  to  Mexico  have  grown 
massively  in  recent  years  and  that  new  jobs  were  thereby  created. 
Michigan  legislators  have  been  encouraged  to  support  NAFTA  be- 
cause this  study  shows  that  Michigan  is  the  third  largest  exporter 
to  Mexico  and  that  those  exports  are  growing. 

We  aren't  told  that  those  exports  include  the  value  of  our  plants 
and  equipment  relocated  to  Mexico.  And  we  aren't  told  that  those 
exports  include  parts  and  components  for  offshore  assembly  which 
were  previously  assembled  in  Michigan. 

The  Federal  Government  also  doesn't  have  any  way  to  track  how 
many  of  the  parts  and  components  exported  to  Mexico  may  have 
once  supplied  assembly  plants  in  the  United  States. 

When  a  U.S.  plant  relocates  to  Mexico  £uid  continues  to  be  sup- 
plied in  whole  or  in  part  from  the  U.S.,  the  result  in  that  book  is 
growth  in  U.S.  exports  to  Mexico,  and  jobs  are  linked  by  the  Com- 
merce Department,  the  Trade  Representative,  and  others  to  those 
exports.  But,  in  fact,  American  jobs  have  been  lost  in  that  circum- 
stance, not  gained. 

Moreover,  we  don't  even  keep  adequate  track  of  plant  closings  or 
plant  relocations.  According  to  a  CRS  report  released  at  the  April 
1st  hearing  which  concluded  that  our  policy  decisions  on  matters 
like  NAFTA  are,  to  a  great  extent,  being  made  in  the  dark,  "The 
Government  publishes  no  counts  of  U.S.  plant  closings  and  almost 
no  information  on  plant  relocations.  No  comprehensive  Federal 
data  are  regularly  published  on  how  many  plants  have  relocated  to 
Mexico,  where  the  plants  have  relocated  from,  what  industries  they 
are  in,  and  how  many  U.S.  jobs  have  been  lost  as  a  result." 

That  is  why  the  CRS  stated  that  our  policy  decisions  on  matters 
like  NAFTA  are,  to  a  large  extent,  being  made  in  the  dark. 

The  Bureau  of  Labor  Statistics  fails  to  count  and  tabulate  many 
of  what  are  generally  considered  to  be  plant  closings.  This  is  be- 
cause it  uses  a  definition  of  a  permanent  plant  closing  to  include 
only  those  closings  which  represent  the  final  termination  of  the 
entire  physical  plant. 

The  way  plant  closings  are  counted,  a  plant  closing  would  not  be 
counted  as  a  plant  closing  if  an  accounting  or  other  office  physical- 
ly associated  with  the  plant  remains  open,  for  instance.  Just  keep 
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one  accounting  office  open  in  the  plant,  and  it  is  not  a  closed  plant 
even  though  99  percent  of  the  plant  is  gone. 

By  subscribing  to  private  data  and  the  news  services,  the  Data 
Center,  a  non-profit  public  interest  library  and  research  center, 
compiles  detailed  monthly  lists,  entitled  "Plant  Shutdowns  Directo- 
ry," of  hundreds  of  plant  closings  and  layoffs  affecting  thousands  of 
workers  listed  by  company  and  location.  The  Data  Center's  "Plant 
Shutdowns  Directory"  includes  such  recent  layoff  announcements 
as  Boeing  in  Southern  California  and  Seattle,  Dupont's  Chemicals 
and  Allied  Products  in  Flint,  Michigan,  and  Toledo,  Ohio,  and  Gen- 
eral Motors'  12  of  21  plants  to  be  closed  over  the  next  5  years,  just 
to  name  a  few.  These  specific  plant  closings  will  not  be  made  public 
by  the  BLS  data. 

Today's  hearing  will  show  us  that  the  Commerce  Department 
has  mischaracterized  and  misused  export  data,  that  some  of  our 
most  basic  assumptions  used  to  project  NAFTA-related  job  growth 
are  flawed,  and  that  some  of  our  important  information  on  changes 
in  American  employment  is  pitifully  inadequate.  And  this  is  omi- 
nous news  as  we  may  soon  face  the  important  decision  of  whether 
or  not  to  take  the  high-risk  step  of  endorsing  the  North  American 
Free  Trade  Agreement. 

We  are  happy  to  welcome  as  our  first  panel  two  witnesses:  Steve 
Beckman,  international  economist  at  United  Auto  Workers;  and 
Kevin  Kearns,  president  of  the  U.S.  Business  and  Industrial  Coun- 
cil. Welcome,  gentlemen,  and  we  will  start  with  Mr.  Kearns.  We 
would  ask  you  and  all  of  our  witnesses  to  boil  down  your  testimo- 
ny, because  we  are  going  to  have  to  get  a  lot  in  this  morning,  and 
we  have  got  to  try  to  end  this  right  at  noon  because  we  have  a  vote 
at  noon.  So  we  hope  not  to  go  beyond  noon. 

Would  you  begin,  Mr.  Kearns? 

TESTIMONY  OF  KEVIN  L.  KEARNS, ^  PRESIDENT,  UNITED  STATES 
BUSINESS  AND  INDUSTRIAL  COUNCIL 

Mr.  Kearns.  Thank  you,  Mr.  Chairman. 

I  am  not  sure  anyone  here  can  add  to  what  you  already  said.  I 
think  you  have  laid  out  the  problems  extremely  well  and  extremely 
succinctly. 

I'd  like  to  begin  by  describing  my  membership.  We  represent 
over  1,000  small-  and  medium-sized  businesses.  We  are  a  conserva- 
tive business  organization.  In  some  sense,  it  is  funny  to  see  us  here 
on  a  panel  with  my  friend  representing  organized  labor.  But  in  this 
case,  we  both  oppose  the  NAFTA,  for  very  good  reasons. 

We  simply  don't  think  it  is  in  the  National  interest;  that  is,  not 
in  the  interest  of  labor,  not  in  the  interest  of  business,  not  in  the 
interest  of  average  citizens  and  taxpayers  in  this  country. 

The  notion  for  small  business  is  that  there  is  an  export  boom 
going  on,  and  that,  small  business  is  going  to  get  in  on  this  and 
they  are  going  to  be  able  to  create  new  jobs  and  earn  large  profits. 

But,  in  fact,  as  you  have  detailed,  Mr.  Chairman,  much  of  the 
export  activity  going  to  Mexico,  is  activity  that,  until  very  recently, 
took  place  here  in  the  United  States.  So  my  members  really  don't 


'  The  prepared  statement  of  Mr.  Kearns  appears  on  page  1-58. 
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gain  anything  by  selling  goods  to  a  U.S.  company  affiliate  in 
Mexico  when  they  used  to  sell  it  to  the  same  company  in  Michigan 
or  Ohio  or  wherever. 

Yes,  in  the  export  column  those  would  show  up  as  additional  ex- 
ports by  my  companies,  but,  in  fact,  on  the  domestic  side,  their  do- 
mestic activity  would  decline  accordingly.  So  there  is  really  no  gain 
for  the  U.S.  economy  and  certainly  no  gain  for  small-  and  medium- 
sized  business  in  supplying  an  affiliate  plant  south  of  the  border. 

I  think  we  are  in  the  grip  of  something  I  call  export  madness  in 
this  country  today.  You  know,  we  have  an  awful  lot  of  structural 
economic  problems,  and  at  least  from  the  perspective  of  the  Bush 
administration,  exports  were  the  way  out.  Exports  were  the  wave 
of  the  future.  Free  trade  ideology,  which  has  a  grip  on  the  minds  of 
both  Republicans  and  Democrats  in  this  town,  says,  exports  create 
jobs  and  isn't  that  the  way  to  grow  our  economy,  isn't  that  the  way 
we  are  all  going  to  be  better  off? 

But  if  we  step  back  for  a  second  and  look,  we  have  a  $6  trillion 
economy  in  the  United  States.  Merchandise  exports  represent  less 
than  10  percent  of  that  activity,  and  our  exports  to  Mexico  repre- 
sent even  a  much  smaller  fraction  of  that,  maybe  7  or  8  percent  of 
overall  U.S.  economic  activity.  So  it  is  a  very  small  number  we  are 
talking  about.  Therefore,  even  if  exports  increase  10,  15,  20  per- 
cent, something  dramatic,  it  really  doesn't  represent  more  than  a 
drop  in  the  bucket. 

Certainly  uniting  our  economy  with  an  economy  that  is  4  percent 
our  size  is  not  going  to  provide  the  solution;  it  is  not  going  to  pro- 
vide a  high-wage,  high-tech  strategy  for  America  of  the  future. 

I  think  if  you  look  at  the  experience  that  Europeans  have  had 
and  the  experience  in  Germany  right  now  in  melding  economies, 
you  will  see  that  we  are  rushing  pell-mell  into  something  that  we 
really  know  far  too  little  about,  as  you  pointed  out  in  your  opening 
statement,  Mr.  Chairman.  The  Europeans  in  integrating  Spain, 
Portugal,  and  Greece  into  the  European  Economic  Community 
have  spent  billions  of  dollars  over  a  10-year  period  trjdng  to  level 
some  of  the  differences,  and  bring  the  poorer  countries  up  to  their 
standard. 

West  Germany,  in  absorbing  East  Germany,  is  spending  hun- 
dreds of  billions  of  dollars  in  this  decade.  It  has  thrown  the 
German  economy  totfdly  out  of  whack. 

On  January  1,  1994,  we  are  supposed  to  rush  pell-mell  into  this 
union  with  Mexico,  and  allegedly  there  are  no  subsidies,  there  are 
no  problems,  there  are  going  to  be  increased  exports,  and  long-term 
jobs  for  Americans.  That  simply  defies  the  experience  and  the 
common  sense  that  we  have  seen  going  on  in  Europe  with  the 
unions  of  these  various  countries  into  free  trade  types  of  agree- 
ments or  areas. 

You  cited  the  problem  of  U.S.  affiliates  moving  down  to  Mexico. 
The  "Twin  Plant  Study  Guide"  which  lists  affiliates  of  U.S.  firms 
has  shown  that  about  2,200  U.S.  factories  have  moved  down  to 
Mexico.  It  has  cost  us  about  a  half  a  million  jobs.  These  are  jobs, 
this  was  export  activity  that  took  place  inside  our  economy.  Be- 
cause of  the  fact  that  these  plants  are  now  operating  in  Mexico, 
those  exports  really  shouldn't  be  counted  as  such. 
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I  would  like  to  turn  to  1990,  and  there  are  some  statistics  there 
that  are  somewhat  complete.  If  we  take  a  look  at  this  ITC  publica- 
tion— our  exports  in  that  year  to  Mexico  were  about  $28  billion. 
About  $7  billion  of  that  was  simply  parts  and  components  that 
went  down  and  came  back  to  the  United  States  again.  And  on  the 
Mexican  side,  there  were  about  $30  billion  of  exports  to  the  U.S. 
that  year.  The  so-called  802  tariff  classification — that  is,  goods  that 
came  from  the  U.S.,  had  some  assembly  work  done,  and  came 
back — represented  a  total  of  43  percent  of  Mexico's  exports  to  us.  If 
you  add  in  oil,  these  802  goods  plus  oil  were  about  60  percent  of 
Mexico's  exports  to  the  United  States. 

We  don't  have  a  good  idea  of  whether  or  not  the  802  captures  all 
American  exports  down  there  because  some  firms,  if  there  are  rela- 
tively minor  tariffs  on  products,  find  it  is  not  worth  the  paperwork. 
They  just  go  ahead  and  pay  a  small  amount  of  duty.  It  might  come 
in  under  GSP  preferences  or  other  preferences. 

Another  area  where  our  data  is  incomplete  in  the  remaining  40 
percent  of  the  goods  that  come  through  Mexico.  We  have  no  idea 
how  much  of  those  goods  are  intra-firm  trade  among  Japanese, 
Korean,  other  Far  Eastern  companies  who  bring  goods  into  Mexico, 
assemble  them  there,  and  ship  them  to  the  U.S.  So,  in  fact,  it  is  not 
really  Mexican  activity,  but  it  is  Japanese  activity  or  Korean  activ- 
ity. And  those  statistics  really  should  show  up  in  our  overall  trade 
deficit  with  Japan,  for  instance. 

Last  year  our  trade  deficit  with  Japan  was  $49  billion.  It  reached 
a  high  of  $57  billion  in  1987.  But  in  1987,  the  Japanese  didn't  have 
these  plants  in  Mexico.  They  didn't  have  them  in  Southeast  Asia 
where  they  are  cycling  their  goods  through  into  the  U.S.  economy. 
Our  statistics  don't  capture  that,  Mr.  Chairman,  and  they  should  to 
give  us  an  accurate  picture. 

I  think  that  there  has  been  sort  of  the  debate  of  the  studies,  and 
Carla  Hills,  when  she  was  USTR,  used  to  cite  the  Hufbauer  and 
Schott  work  extensively  about  how  many  jobs  were  going  to  be  cre- 
ated. I  could  provide  an  extensive  critique  of  that.  But  I  think  the 
most  telling  critique  was  provided  by  those  two  gentlemen  them- 
selves in  an  article  recently  in  the  New  York  Times  which  reported 
that  they  had  left  out  a  key  chart  from  their  study.  That  chart 
showed  that  long-term  job  creation  in  the  United  States  was  not 
plus,  as  they  had  claimed,  but  actually  slightly  negative.  So,  in 
spite  of  maybe  this  alleged  rush  of  exports,  that  we  would  see  in 
the  next  few  years,  as  we  sent  whole  factories  down  to  Mexico.  We 
sent  increased  parts  and  components  to  come  back  to  the  United 
States,  even  if  that  did  create  some  jobs  in  this  rush  to  export  cap- 
ital goods,  etc.,  over  the  long  run  the  Mexican  agreement  did  not 
have  a  good  effect  on  U.S.  jobs. 

So  the  answer  also  is  often  offered  of  retraining;  we  will  just  re- 
train Americans  if  they  are  displaced,  if  they  lose  their  jobs.  I 
spoke  recently  in  Flint,  Michigan,  which  is  your  neck  of  the  woods, 
Mr.  Chairman,  a  couple  of  months  ago,  and  the  Buick  plant  is  lo- 
cated there.  There  are  many  unemployed  auto  workers  and  mana- 
gerial personnel  as  well. 

There  was  a  woman  who  was  head  of  the  retraining  for  the 
region,  and  I  said,  "What  are  you  retraining  these  auto  workers 
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for?  They  make  very  good  hourly  wages.  They  have  extensive  bene- 
fits. How  are  they  moving  up  the  job  scale?" 

And  she  said,  "Well,  it  kind  of  breaks  down  by  gender.  Sixty  per- 
cent of  the  men  are  retraining  to  be  cable  TV  installers,  and  over 
60  percent  of  the  women  are  retraining  to  be  beauticians." 

Now,  I  have  nothing  against  beauticians;  I  have  nothing  against 
cable  TV  installers.  But  I  can  tell  you  this  is  not  a  strategy  for  a 
high-tech,  high-wage,  high-standard-of-living  society  in  the  United 
States.  And  if  we  are  going  to  have  retraining,  we  had  better  have 
some  industries  there  to  retrain  people  for.  The  industries  had 
better  not  be  exported  to  Mexico. 

In  closing,  Mr.  Chairman,  I  would  like  to  paraphrase  the  some- 
what inelegant  words  of  James  Carville,  the  President's  political 
adviser,  that  he  uttered  during  the  campaign.  And  I  would  say, 
"It's  the  American  market,  stupid."  That  is  the  key.  The  American 
market  is  the  thing  that  we  have  to  worry  about.  We  don't  look  at 
the  net  effect  or  net  exports  or  the  effect  of  imports  in  our  econo- 
my. We  have  no  good  statistics.  The  Commerce  Department  can 
tell  you  that  exports  create  20,000  jobs  per  $1  billion  worth  of  ex- 
ports. But  since  we  have  run  persistent  trade  deficits  for  some  time 
now,  Mr.  Chairman,  imports  have  destroyed  thousands  of  jobs  in 
the  United  States. 

If  you  take  a  look  at  the  trade  deficit  last  year  and  use  the 
20,000-job  figure  for  $1  billion  of  exports,  our  imports,  the  net  effect 
of  exports  and  imports  is  that  we  lost  1.5  million  jobs  in  this  coun- 
try through  international  trade. 

So  we  really  have  to  balance  these  things.  We  have  to  balance 
our  American  market.  We  don't  have  a  very  good  trade  policy  over- 
all. We  hamper  our  businesses,  especially  our  small  businesses 
which  can't  move  to  Mexico,  with  excessive  regulation,  taxation, 
etc. 

If  you  are  raising  taxes  on  business,  putting  in  new  regulations, 
and  you  are  sort  of  winking  at  the  transnationals  and  saying  you 
guys  can  go  down  to  Mexico  to  get  away  with  this  through  NMTA. 
It  is  my  members,  the  small  businesses,  that  have  to  stay  and 
make  up  the  bulk  of  the  tax  payments,  etc. 

So  in  terms  of  what  we  need,  we  need  a  much  more  comprehen- 
sive effort  on  data.  We  need  to  know  what  is  the  net  effect  of  im- 
ports and  exports,  international  trade  on  our  society.  We  need  to 
know  what  subsidies  are  involved  in  the  NAFTA  and  who  is  going 
to  pay  them,  and  you  know  the  answer  is  the  American  taxpayer. 

We  need  an  assessment  of  job  dislocation,  and  we  need  it  now, 
not  after  we  go  into  the  NAFTA.  We  need  these  things  before  we 
go  in  so  the  American  people  and  their  representatives  can  make 
an  intelligent  decision  on  the  NAFTA. 

I  think  that  when  we  have  this  information  and  we  take  a  good 
look  at  it,  Mr.  Chairman,  we  will  realize  not  that  any  NAFTA  is 
bad  for  the  United  States,  but  certainly  this  one,  the  way  it  stands, 
the  way  it  has  been  negotiated,  is  not  in  the  National  interest  of 
this  country. 

Thank  you,  Mr.  Chairman. 

Senator  Levin.  Mr.  Kearns,  thank  you. 

Mr.  Beckman? 
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TESTIMONY  OF  STEVE  BECKMAN.^  INTERNATIONAL  ECONOMIST, 

UNITED  AUTO  WORKERS 

Mr.  Beckman.  Thank  you,  Mr.  Chairman.  I  thank  you  for  hold- 
ing this  hearing  and  inviting  us.  This  is  a  vital  topic  that  is  gener- 
ally left  out  of  the  debate  of  the  NAFTA.  The  issues  of  data  are 
extremely  important,  and  the  lack  of  comprehensive,  useful  data  is 
particularly  problematic. 

I  am  going  to  focus  my  remarks  on  the  area  of  U.S.  exports  and 
their  impact  on  the  U.S.  economy,  and  particularly  on  the  auto  in- 
dustry. That  is  an  area  where  we  have  some  experience,  and  I 
think  it  is  a  useful  experience  in  discussing  the  misleading  repre- 
sentation of  what  U.S.  exports  to  Mexico  have  meant  to  the  U.S. 
economy  in  recent  years  and  what  NAFTA  would  provide  to  the 
U.S.  economy. 

First,  as  a  union,  representing  workers  who  have  in  the  past  ben- 
efited substantially  from  U.S.  exports  around  the  world  because  we 
make  a  tremendous  amount  of  capital  goods  in  addition  to  motor 
vehicles  and  other  products,  we  benefited  tremendously  from  ex- 
ports to  Mexico  in  the  1960's,  1970's,  as  that  economy  grew  and 
prospered. 

However,  since  the  debt  crisis  in  1982,  those  exports  have  dimin- 
ished substantially,  and  we  have  noticed  that  in  our  membership 
and  in  the  communities  in  which  our  members  live. 

On  the  other  hand,  the  exports  that  have  been  growing  to 
Mexico  in  recent  years,  as  opposed  to  the  earlier  capital  goods  of 
heavy  construction  machinery  and  farm  equipment  that  we  had 
been  sending  to  Mexico,  the  auto  parts  and  other  components  that 
we  are  now  sending  to  Mexico  are  not  used  and  consumed  in  the 
Mexican  market.  They  are  shipped  back  to  the  United  States 
market  after  they  are  processed  or  assembled  in  Mexico. 

These  jobs  are  not  new  jobs.  These  workers  have  been  supplying 
these  products  for  assembly  for  consumption  in  the  United  States 
for  many  years.  The  only  thing  that  has  changed  is  the  site  of  that 
processing,  and  once  that  site  moves  to  Mexico,  the  production  be- 
comes production  for  export.  Even  though  it  does  not  create  in- 
creased consumption  in  Mexico,  it  does  not  reflect  an  enlargement 
of  the  market  for  these  goods  that  are  produced.  It  is  a  misleading 
representation  to  describe  this  as  a  gain  in  U.S.  production  and  a 
gain  in  U.S.  emplo5mient  because  of  exports.  The  exports  do  not 
contribute  to  U.S.  jobs. 

In  the  auto  industry,  much  of  these  exports  go  to  the  maquila- 
dora  plants,  which  are  largely  just  assembly  plants,  but  there  are 
other  products  that  go  to  other  assembly  plants  in  Mexico  that  are 
not  maquiladoras  and  wouldn't  necessarily  be  reflected  in  the  data 
that  the  U.S.  Government  compiles  on  maquiladora  trade.  Some  of 
it  would  not  be  reflected  in  the  9802  trade  figures  that  the  ITC  has 
published.  And  in  each  of  these  cases,  the  jobs  in  Mexico  were  jobs 
that  were  formerly  done  in  the  United  States,  the  assembly  of  a 
variety  of  motor  vehicle  models:  Ford  Escorts,  Chrysler  LeBarons, 
Chevrolet  Cavaliers,  Buick  Centuries.  These  are  products  many  of 
which  are  still  made  in  some  measure  in  the  United  States  but  are 
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also  made  in  Mexico  and  shipped  back  to  the  United  States  for 
sale.  They  are  not  sold  in  Mexico.  So  the  parts  that  are  shipped  to 
Mexico,  assembled  into  these  vehicles,  come  back  to  the  United 
States  in  assembled  vehicles.  So  the  jobs  in  building  those  parts  are 
not  new  jobs.  They  are  jobs  that  we  had  anyway.  And  the  jobs  we 
have  lost  in  assembly  are  importsmt  American  jobs  that  pay  decent 
wages  in  the  United  States,  which  we  have  lost. 

Now,  in  this  trade,  the  main  element  of  the  Mexican  payments — 
and  some  of  this  is  reflected  in  the  maquiladora  data  and  other 
data — the  main  pa5nnents  are  for  labor,  payments  to  workers  for 
doing  the  processing,  doing  the  assembly  in  Mexico.  And  the  value 
of  this  labor  content  in  Mexico,  if  you  look  at  the  value-added  sta- 
tistics from  the  maquiladora  trade,  is  somewhere  on  the  order  of  $4 
to  $7  billion  a  year. 

Now,  that  sounds  like  a  lot  of  purchasing  power  that  Mexicans 
may  have  that  they  wouldn't  otherwise  have  without  these  plants, 
but  consider  what  the  loss  is  to  the  U.S.  economy.  In  the  auto  in- 
dustry, maquiladora  workers  earn  something  on  the  order  of  one- 
twentieth  of  what  UAW  Big  Three  workers  earn  in  total  compensa- 
tion. So  if,  as  may  be  the  case,  about  25  percent  of  maquiladora  em- 
ployment is  in  auto  sector  production,  if,  say,  the  total  was  $5  bil- 
lion and  $1  billion  of  that  total  value-added  in  Mexico  is  payments 
to  workers,  then  the  loss  to  the  U.S.  economy  is  not  $1  billion.  It  is 
20  times  that.  We  are  losing  tremendous  purchasing  power  in  the 
United  States  by  moving  those  jobs  to  Mexico  for  that  assembly. 
The  communities  in  the  United  States  where  those  jobs  were  for- 
merly held  and  where  that  production  formerly  took  place  have 
suffered  a  severe  loss  in  income.  And  that  is  something  that  is  not 
being  replaced  by  other  economic  development  in  the  United 
States,  is  not  being  replaced  by  other  production  of  high-quality, 
high-technology  goods  in  the  United  States.  The  workers  who  are 
displaced  are  finding  jobs  that  pay  far  less  than  those  they  have 
now,  and  as  Kevin  Kearns  has  stated,  the  retraining  that  is  going 
on  is  not  even  remotely  likely  to  produce  incomes  for  those  workers 
that  are  comparable  to  what  they  have  now. 

One  other  point  I  would  like  to  make  is  that  the  overall  discus- 
sion of  what  the  relative  rates  of  productivity  are  in  the  United 
States  and  Mexico  and  that  wages  somehow  correspond  to  this  dif- 
ferential in  productivity  is  not  a  very  useful  way  to  think  about 
what  trade  between  the  United  States  and  Mexico  means  and  what 
its  impact  is  on  the  U.S.  economy.  In  general,  the  relationship  in 
WEiges  between  the  United  States  and  Mexico  is  somewhere  be- 
tween 7  to  1  and  10  to  1,  and  there  is  a  presumption  in  most  of  the 
models  that  are  built  and  the  analyses  that  are  made  that  this  re- 
flects the  relative  productivity  levels  of  the  two  countries. 

In  the  auto  industry,  as  I  said,  the  wage  differential  can  be  as 
large  as  20  to  1,  not  7  or  10  to  1,  and  in  many  plants  where  new 
investments  have  been  made  by  U.S.  companies,  by  foreign  compa- 
nies, there  is  relatively  little  differential  in  productivity  at  all.  So 
the  analyses  that  say  we  don't  have  to  worry  about  Mexico  becom- 
ing a  major  competitor  and  source  of  competition  in  production  for 
the  U.S.  market  because  the  rates  of  productivity  are  so  low,  that 
is  why  the  wages  are  so  low,  is  just  not  an  applicable  argument  or 
analysis  for  the  auto  industry. 
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That  productivity  differential  in  the  new  plants,  particularly 
those  have  been  built  in  the  last  10  years,  is  simply  not  there.  And 
as  a  result,  the  wage  differential,  which  is  larger  than  the  avereige, 
is  a  much  more  compelling  argument  for  employers  to  move  work 
to  Mexico  to  take  advantage  of  the  poverty  of  Mexican  workers. 

I  would  add  that  in  1981,  the  ratio  of  wages  in  the  United  States 
to  wages  in  Mexico  in  the  auto  industry  was  about  3  to  1,  far  below 
what  the  overall  average  is  in  Mexico  now  and  far  below  what  the 
ratio  is  for  the  auto  industry  now.  And  that  was  maybe  a  fairly  ac- 
curate reflection  of  the  overall  productivity  differential  in  the  in- 
dustry, and  that  was  before  Mexico's  emphasis  on  export  promotion 
in  the  auto  industry,  its  attraction  of  many  new  investments  in  the 
industry,  not  just  for  the  U.S.  Big  Three  companies  building  maqui- 
ladora  plants  on  the  border,  but  for  Volkswagen  and  Nissan  who 
have  put  in  tremendous  investments  in  Mexico.  U.S.  companies 
have  built  engine  plants  and  remodeled  and  added  to  engine  plants 
that  they  have  built  in  Mexico,  utilizing  the  latest  technologies. 
That  differential  in  productivity  is  far  lower  now  than  it  was  in 
1982,  and  yet  the  wage  gap  has  increased. 

Some  explanation  for  this  has  to  be  made.  Some  way  of  account- 
ing for  this  in  the  analyses  of  what  NAFTA  means  for  the  U.S. 
economy  and  for  American  auto  workers  has  to  be  taken  into  ac- 
count. 

The  impact  of  this  on  auto  workers,  on  workers  in  the  communi- 
ties in  the  United  States,  is  that  they  are  under  intense  pressure 
from  their  employers  to  accept  lower  wages  in  order  to  compete 
internationally,  particularly  with  Mexico.  And  until  that  kind  of 
competition  to  lower  wages  in  high-technology,  high-productivity 
industries  in  the  United  States  is  eliminated,  there  will  be  no  basis 
for  developing  and  fostering  those  high-technology  industries  in 
this  country.  And  that  is  exactly  the  problem  we  are  facing.  We 
have  been  losing  those  jobs  in  recent  years.  And  if  we  are  going  to 
maintain  and  improve  living  standards  in  the  United  States,  we 
not  only  have  to  retain  those  jobs,  but  expand  on  them,  in  order  to 
accomplish  an  objective  that  makes  everyone  in  the  United  States 
better  off,  not  just  our  members. 

So  with  that,  I  would  close.  Again,  thank  you  for  providing  this 
opportunity. 

Senator  Levin.  Thank  you,  Mr.  Beckman.  Both  of  your  state- 
ments will  be  made  part  of  the  record  in  full,  as  will  all  statements 
of  all  witnesses  here.  We  do  appreciate  your  boiling  down  those 
statements.  It  leaves  more  time  for  questions,  and  we  are  grateful 
for  that. 

Who  gains  by  describing  exports  as  unmitigated  job  creators? 
Why  is  that  myth  perpetrated  here?  Obviously,  some  exports  are 
job  creators,  but  some  exports  aren't  job  creators.  To  lump  them  to- 
gether, to  say  here  is  your  exports  to  Mexico  or  wherever,  therefore 
20,000  jobs  per  $1  billion  of  exports  are  created  is  erroneous.  It  is  a 
distortion;  it  is  a  misrepresentation  of  the  facts. 

Who  gains  by  that  misrepresentation? 

Mr.  Kearns.  Well,  Mr.  Chairman,  I  think  this  goes  back  to  this 
export  madness  that  I  was  describing;  that  is,  perhaps  the  free 
trade  philosophy  has  been  that  Government  cannot  interfere  in  our 
economy,  it  only  serves  as  a  referee,  it  has  to  have  hands  off,  we 
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can't  have  a  technology  policy  for  the  country,  we  can't  engage  in 
any  sort  of  industrial  policy,  etc.  And,  therefore,  we  really  can't 
control  what  goes  on  in  our  own  marketplace.  We  shouldn't  ad- 
dress dumping  by  foreign  nations.  We  really  shouldn't  look  at  what 
is  coming  into  our  economy. 

So  we  are  left  with  sort  of  a  fallback  position.  The  only  way  that 
Government  can  stimulate  economic  growth,  the  only  legitimate 
function  of  Government  is  to  go  out  and  negotiate  free  trade  agree- 
ments because  by  definition,  free  trade  agreements  create  more  ex- 
ports and  exports  are  good,  and  this  is  the  only  way  we  can  grow 
our  economy. 

So  I  think  it  is  really  a  sort  of  ideological  bind  that  we  find  our- 
selves in  because  of  our  neoclassical  economic  models  and  general 
thinking  among  economists,  academics,  in  the  press,  in  Govern- 
ment, that  free  trade  is  really  the  mantra. 

And,  in  fact,  if  we  took  a  more  discriminating  look  at  things,  if 
we  didn't  fear  knowledge  and  say,  well,  maybe  there  is  a  role  for 
Government  here  and  there,  not  a  heavy-handed  role,  not  a  Stalin- 
ist centrally  directed  economy,  but  Government  pressure  here  and 
there  to  shape  the  economy  and  to  make  sure  that  we  are  not 
losing  industries  due  to  unfair  foreign  competition,  etc.  Then  we 
would  look  at  exports;  we  would  look  at  imports;  we  would  have  a 
range  of  policies  to  deal  with  this  that  made  sense. 

Right  now,  as  you  have  described  in  your  opening  statement,  we 
are  kidding  ourselves,  and  we  are  misleading  the  American  people 
by  counting  apples  and  oranges. 

Senator  Levin.  Mr.  Beckman,  who  gains  by  the  way  in  which  we 
look  at  exports  and  the  allegation  that  exports  equal  jobs  gained? 
Who  are  the  winners  in  that? 

Mr.  Beckman.  Well,  particularly  in  reference  to  the  U.S.-Mexico 
trading  relationship,  since  what  is  going  on  is  a  process  of  economic 
integration  with  Mexico,  led  by  multinational  U.S.  corporations, 
they  are  going  to  be  increasing  their  investments  in  Mexico.  They 
have  already  done  so  on  a  significant  scale.  They  intend  to  do  so  in 
the  future  when  Mexico's  laws  regarding  foreign  investors  are  fur- 
ther liberalized  and  enshrined  in  an  agreement. 

Increased  investment  in  Mexico  will  generate  some  exports  of 
capital  goods  to  Mexico.  So  the  companies  that  want  to  do  this, 
that  want  to  integrate  their  operations  throughout  the  region, 
want  to  increase  investment  in  Mexico,  know  that  there  will  be 
some  increase  in  exports  along  with  this  process.  They  also  know 
that  there  is  going  to  be  an  increase  in  imports  back  to  the  United 
States,  but  people  know  that  that  is  not  going  to  be  good  for  the 
country,  necessarily.  But  they  do  know  that  exports  are  going  to  go 
up. 

As  Kevin  said,  since  there  is  this  mentality  that  increased  ex- 
ports have  to  take  place  because  we  have  such  a  large  deficit,  be- 
cause we  need  to  expand  our  markets,  they  know  that  that  sells 
well,  and  they  can  use  the  numbers  that  are  out  there  from  the 
Commerce  Department  on  the  jobs  created  by  exports.  So  they 
know  that  there  is  going  to  be  a  benefit  there  as  they  integrate 
their  facilities  in  Mexico,  existing  facilities,  and  add  to  their  Mexi- 
can facilities  in  order  to  integrate  them  with  their  existing  U.S.  fa- 
cilities. 
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Also,  the  economic  integration  process  will,  as  has  been  demon- 
strated in  the  maquiladoras,  result  in  some  componentry  being 
shipped  to  Mexico  for  further  processing  for  sale  in  the  U.S. 
market.  The  companies  that  are  involved  in  this  economic  integra- 
tion process  have  some  U.S.  facilities  where  they  have  state-of-the- 
art  production  capability  which  they  may  not  be  interested  in  du- 
plicating in  Mexico,  but  they  want  to  be  able  to  take  advantage  of 
either  processing  in  Mexico  or  some  other  operation  that  they  want 
to  perform  there  and  ship  back  to  the  United  States.  They  know 
that  is  going  to  contribute  to  increased  U.S.  exports. 

Again,  they  know  it  is  going  to  contribute  to  U.S.  imports  as 
well,  but  that  doesn't  serve  their  purposes.  So  in  order  to  demon- 
strate the  benefits  to  the  U.S.  economy  of  doing  more  production  in 
Mexico,  they  focus  solely  on  the  export  argument  rather  than  look- 
ing at  the  overall  trade  impact  or  the  overall  economic  impact.  It 
suits  their  interest  in  describing  this  as  positive.  Unless  Members 
of  Congress  or  people  such  as  you,  Mr.  Chairman,  talk  about  the 
other  side  of  the  trade  equation  of  imports,  talk  about  the  impact 
of  this  misrepresentation  of  the  data  as  the  sole  area  of  discussion, 
they  will  be  able  to  limit  the  public  debate  to  exports,  and  they  will 
be  able  to  use  their  definition  of  improvement  as  the  one  that  is 
used  to  define  whether  this  is  a  plus  or  a  minus  for  the  U.S.  econo- 
my. 

It  is  a  much  more  complicated  issue  than  most  people  are  aware 
of,  most  people  want  to  address,  and  that  suits  the  interests  of 
people  who  have  access  to  the  levers  in  Government,  who  have  had 
access  to  editorial  writers,  and  I  think  it  is  a  serious  problem  that 
the  U.S.  economy  has  to  deal  with. 

Mr.  Kearns.  May  I  just  add  one  word,  Mr.  Chairman? 

Senator  Levin.  Sure. 

Mr.  Kearns.  I  think  it  is  the  transnational  businesses  or  multi- 
national American  companies  that  benefit  the  most  from  this. 

Senator  Levin.  That  want  to  move  operations  to  Mexico? 

Mr.  Kearns.  They  want  to  move  their  plants  to  Mexico,  yes. 

Senator  Levin.  I  mean,  the  bottom  line  is  that  the  use  of  the  fig- 
ures in  this  way  benefits,  according  to  your  testimony,  companies 
that  want  to  move  their  operations  to  Mexico. 

Mr.  Kearns.  Well,  assuming  that  the  NAFTA  would  go  through 
and  those  figures  are  used  to  create  a  climate  of  favorable  public 
opinion  for  the  NAFTA. 

I  think  the  other  thing  you  have  to  look  at  is,  too  often  in  this 
country  our  trade  policy — and,  of  course,  NAFTA  is  a  part  of  our 
trade  policy — is  conducted  in  isolation  from  other  elements  of 
policy:  taxation,  regulation,  etc.  We  don't  have  a  good  trade  policy 
overall.  We  don't  have,  certainly,  one  with  Japan,  and  that  is 
where  the  auto  industry,  the  American  electronics  industry,  what 
is  left  of  it,  are  forced  to  move  to  Mexico.  Why?  To  lower  labor 
costs.  Why?  Because  they  want  to  compete  in  a  global  marketplace 
with  Japanese  auto  companies,  Japanese  electronics  companies, 
etc. 

The  problem,  then,  is  to  look  at  our  overall  economy  and  how  we 
create  a  sound  climate  for  business  in  this  economy  so  they  can 
stay  here,  remain  here.  You  don't  want  to  say  we  are  prohibiting 
you  from — or  we  are  not  going  to  go  through  with  NAFTA,  you 
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really  can't  move  to  Mexico,  or  do  so  at  your  own  risk,  and  then 
ratchet  up  taxation,  regulation,  etc.,  where  the  competing  Japanese 
company  doesn't  face  the  same  level  of  taxation  or  doesn't  face  the 
same  level  of  regulation,  etc. 

So  I  just  wanted  to  step  back,  in  a  sense,  and  put  it  in  the  overall 
context  that  transnational  businesses,  although  I  don't  represent 
them,  in  some  senses  are  making  rational  decisions  based  on  the 
overall  business  climate  in  the  United  States. 

Senator  Levin.  Rational  decisions  in  terms  of  their  own  business' 
profitability. 

Mr.  Kearns.  Yes.  That  is  right. 

Senator  Levin.  But  not  decisions  which  will  help  the  American 
economy  or  produce  good-paying  jobs  in  America.  I  can  understand 
the  difference  here  between  what  is  in  the  interest  of  a  company,  a 
rational  decision  for  a  company,  and  what  the  result  of  those  ra- 
tional decisions  is  for  our  economy  or  our  country.  And  that  is  the 
distinction  you  are  making,  too,  I  believe. 

Mr.  Kearns.  Sure,  yes.  But  I  would  have  to  go  back  and  say,  you 
know,  the  business  of  America  is  still  largely  business,  and  we  have 
to  create — of  the  many  factors  that  they  consider  in  deciding 
whether  or  not  to  move  to  Mexico,  they  are  not  simply  all  export 
or  trade  factors.  A  lot  of  them  are  factors  here,  cost  of  capital,  etc. 

Senator  Levin.  Yes,  sure.  The  use  of  this  data  really  creates  a 
problem.  This  is  used  constantly  to  prove  that  exports  create  jobs 
and,  look,  exports  are  growing.  It  is  one-half  of  the  picture.  It  is 
only  the  export  side.  We  don't  see  the  import  side.  That  is  a  differ- 
ent picture  altogether,  not  presented  to  us  by  the  Commerce  De- 
partment. We  get  the  export  side,  and  the  export  side  is  Michigan's 
exports  grew  51  percent,  and  then  State-by-State,  every  State,  ex- 
ports grow  by  a  certain  percentage  point.  And  then  it  is  represent- 
ed to  us  that  exports,  $1  billion  of  exports  equal  20,000  jobs. 

Then  our  Governors  go  around  and  make  representations  and 
support  NAFTA  because,  hey,  look,  if  we  can  increase  exports  to 
Mexico,  we  are  going  to  have  more  jobs  in  our  State.  And  they  base 
it  directly  on  this  data,  by  the  way.  I  mean,  we  actually  have  a  doc- 
ument here  that  Governor  of  Michigan  distributed,  and  the  first 
point  he  is  arguing  in  terms  of  why  NAFTA  is  good,  comes  right 
from  this  book.  This  is  the  point  paper. 

Point  1:  Michigan  exports  to  Mexico  have  grown  by  51  percent  in 
the  last  5  years.  Where  does  that  come  from?  It  comes  from  that 
headline  in  the  Department  of  Commerce  book.  Michigan's  exports 
to  Mexico  grew  51  percent  from  1987  to  1991. 

Then  the  second  point:  Today,  over  31,000  Michigan  jobs  depends 
on  exports  to  Mexico.  Where  does  that  come  from?  It  comes  from 
the  Commerce  Department  formula  that  for  every  $1  billion  of  ex- 
ports we  get  20,000  jobs. 

That  is  the  equation  which  has  been  delivered  to  the  people  of 
the  United  States  and  to  our  Governors  and  which  they  utilize  in 
figuring  that  NAFTA  will  be  good. 

It  is  a  distortion  for  reasons  which  you  have  given  and  I  have 
given  today,  because  a  lot  of  those  exports  do  not  represent  job 
gain,  they  represent  job  loss  in  a  number  of  categories. 

Have  you  made  an  effort  with  the  Department  of  Commerce, 
either  of  you  or  your  organizations,  to  get  them  to  divide  exports 
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into  two  categories:  exports  which  promote  jobs  and  produce  jobs  in 
America  and  exports  which  reflect  a  loss  of  jobs  or  which  are  not 
job-creation  exports?  Has  any  effort  been  made  with  the  Depart- 
ment of  Commerce? 

Mr.  Kearns.  Well,  I  can  only  speak  for  myself,  Mr.  Chairman, 
but  I  have  been  working  on  this  area,  on  the  NAFTA  and  on  trade 
in  general,  for  a  number  of  years  now  and  made  multiple  phone 
calls  over  that  time  to  the  Commerce  Department,  seeking  data 
and  then  making  suggestions  when  I  found  that  data  was  not  avail- 
able in  a  usable  form. 

"The  U.S.  Jobs  Supported  by  Merchandise  Exports,"  in  general 
and  to  Mexico,  I  have  spoken  on  repeated  occasions  with  the 
author  of  that  study.  I  said,  well,  if  20,000  jobs  are  gained  by  $1 
billion  of  exports — and  they  have  a  very  allegedly  sophisticated 
model  out  at  the  University  of  Maryland  that  he  works  with — what 
is  the  figure  for  imports?  Because  there  are  two  things  missing 
from  the  study  you  just  held  up,  and  how  many  of  those  Michigan 
jobs  allegedly  created  by  exports  existed  previously  because  the 
economic  activity  took  place  inside  the  United  States?  And,  second- 
ly, what  is  the  effect  of  imports— in  Michigan,  it  is  generally  going 
to  be  automobile  activity.  What  is  the  effect  of  foreign  imports  on 
Michigan's  job  base?  And  none  of  that  material  is  in  there.  So  it  is 
not  as  though  people  in  Government  are  not  aware  of  this  problem, 
but  they  simply  have  not  addressed  it. 

The  other  point  I  would  make,  Mr.  Chairman,  is  that  the  statisti- 
cal gathering  is  scattered  all  over  various  Government  agencies. 
The  Internal  Revenue  Service  has  an  awful  lot  of  information 
about  corporate  taxpayers,  etc.;  their  activity,  intra-firm  trade, 
transfer  pricing,  all  these  problems.  The  Customs  Service  has  a 
whole  bunch  of  information.  The  Department  of  Commerce  and  its 
subdivision,  the  Bureau  of  Census,  have  an  awful  lot  of  informa- 
tion. 

There  is  no  standard  procedure  for  sharing  this  mformation.  You 
know,  employees  of  these  organizations  often  are  reluctant  for  bu- 
reaucratic reasons  or  sometimes  there  are  legislative  reasons  why 
there  are  restrictions  on  sharing  information.  But  we  need  to  break 
down  those  walls  and  stop  having  our  various  executive  branch 
agencies  act  as  though  they  are  in  competition  with  one  another  or 
they  have  their  own  fiefdoms,  and  let's  get  an  accurate  picture. 

We  probably  need  some  new  legislation  to  do  that,  Mr.  Chair- 
man, but  I  think  we  should  pursue  that. 

Senator  Levin.  Your  point  is  an  important  one.  Before  I  call  on 
Mr.  Beckman  for  his  comment  about  whether  an  effort  has  been 
made  with  the  Department  of  Commerce  to  show  to  them  the  dis- 
tortion which  they  are  perpetrating  when  they  simply  equate  ex- 
ports with  jobs  without  differentiation  between  job-creating  ex- 
ports— and  there  are  some  of  those — and  exports  which  do  not  re- 
flect job  creation. 

There  are  at  least  two  distortions,  and  it  is  important  that  you 
pointed  them  out.  One  is  they  have  totally  left  out  the  import  half 
of  the  picture.  So  even  if  there  is  a  direct  equation  between  exports 
and  jobs,  then  there  is  a  direct  equation  between  imports  and  lost 
jobs,  and  they  leave  out  that  half,  which  in  many  cases,  in  many 
States,  is  far  worse.  You  come  up  with  a  net  loss. 
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Mr.  Kearns.  That  is  right. 

Senator  Levin.  That  is  a  distortion.  The  subject  of  this  morning's 
discussion  is  really  a  second  distortion,  and  that  is,  that  even 
within  the  export  figures,  even  if  you  just  look  at  half  the  picture, 
that  half  is  distorted. 

Now,  my  question,  which  you  have  just  addressed,  Mr.  Kearns,  to 
Mr.  Beckman  is  this:  Have  you  made  an  effort  with  the  Depart- 
ment of  Commerce  to  try  to  point  out  to  them  that  this  book  is  a 
distortion  because  it  assumes  that  exports  equal  jobs  when  a  signif- 
icant percentage  of  exports — we  are  not  talking  here  about  1  or  2 
percent,  like  maquiladoras  is  39  percent  of  our  trade — with 
Mexico — this  is  a  big  chunk  of  the  trade.  When  a  significant  part  of 
our  exports  to  Mexico  that  are  listed  in  here  as  exports  and  then 
translated  into  jobs  are,  in  fact,  not  job  creators,  reflect  loss  of  jobs? 
Have  you  made  the  effort,  has  the  UAW  made  the  effort  with  the 
Department  of  Commerce  to  try  to  persuade  them  that  that  is  a 
distortion  even  of  the  true  export  picture? 

Mr.  Beckman.  I  haven't  been  in  direct  contact  with  the  people  in 
the  Commerce  Department  responsible  for  collecting  the  data  or 
preparing  it  for  reports.  I  have,  in  many  meetings  and  on  many  oc- 
casions, told  the  Commerce  Department  officials  who  have  used 
that  information  to  promote  the  misrepresentation  or  misunder- 
standing that  all  those  jobs  are,  in  fact,  new  jobs  or  additional  jobs, 
I  have  pointed  out  many  times  to  them  that  that  is  not  the  case, 
that,  in  fact,  simply  shifting  the  location  of  assembly  does  not 
create  jobs,  that,  in  fact,  it  results  in  a  diminution  of  the  number  of 
American  jobs. 

They  have  largely  shaken  their  heads,  yes,  I  understand  your 
point,  but  in  the  past,  at  least,  they  have  been  driven  by  an  ideo- 
logical commitment  and  a  political  commitment  to  making  this 
sound  good.  And  they  have  not  been  particularly  responsive  to 
those  arguments.  I  don't  know  whether  there  is  a  different  view  at 
the  Commerce  Department  now,  and  we  certainly  will  pursue  that. 

But  I  have  also  made  this  point  directly  to  representatives  of  the 
State  of  Michigan,  and  I  have  made  this  point  several  times  a 
couple  of  years  ago  at  a  hearing  in  the  State  of  Michigan  of  a  con- 
gressional committee  and  in  another  meeting  where  a  representa- 
tive of  the  State's  Department  of  Commerce  was  present. 

They  are  well  aware  that  these  numbers  are  misleading.  They 
can  make  no  claim  that  they  have  not  heard,  have  not  been  ex- 
posed to  criticism  of  the  use  of  these  numbers  to  describe  all  ex- 
ports to  Mexico  or  to  anyplace  else  as  in  and  of  themselves  job  cre- 
ating. They  have  simply  not  responded. 

Senator  Levin.  It  would  be  useful,  I  think,  to  make  that  effort 
with  the  new  administration's  Department  of  Commerce.  And  if 
you  haven't  directly  made  it,  I  would  urge  you  to  do  so.  We  have, 
and  we  will  continue  to  do  so.  But  I  think  it  is  important  that  it 
comes  from  grass-roots  people  as  well,  and  we  would  be  interested 
not  only  in,  if  you  do  make  that  approach,  copies  of  your  requests 
for  meetings  and  your  points,  but  also  the  responses  that  you 
might  get  so  that  we  can  make  them  part  of  the  record. 

Our  Trade  Representative  yesterday  made  this  statement — I  am 
not  asking  you  for  a  comment.  I  am  going  to  have  to  wind  up  this 
panel.  But  it  says,  "Mickey  Kantor  departed  from  a  speech  on 
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trade  with  Russia  to  underscore  the  importance  of  NAFTA  to  in- 
creasing American  jobs.  He  said  that  'Exports  to  Mexico  are  re- 
sponsible for  700,000  U.S.  jobs  today,  and  that  figure  will  grow  to 
900,000  in  2  years.'  It  is  just  a  direct  equation,  and  it  is  based  on 
this:  exports  equal  jobs.'" 

And  we  have  got  to  make  an  effort,  if  we  are  going  to  be  honest, 
with  ourselves  and  honestly  assess  this,  to  make  a  distinction  be- 
tween the  exports  which,  in  fact,  are  true  job  creators  and  those 
which  reflect  job  loss,  or  don't  create  jobs  at  all. 

For  our  Trade  Representative  to  simply  make  that  equation  that 
exports  equal  jobs  is  to  not  only  ignore  the  effect  of  imports  totally, 
but  is  also  based  on  a  misrepresentation  of  export  data  which  I 
think  we  have  to  try  to  correct  if  we  are  going  to  get  an  honest 
assessment  of  the  whole  picture.  And  your  testimony  in  that  regard 
is  extremely  helpful,  I  appreciate  it  a  great  deal,  and  we  will  now 
move  on  to  the  second  panel. 

I  would  appreciate  your  also  keeping  our  Subcommittee  informed 
of  any  efforts  with  the  Department  of  Commerce  to  correct  this  dis- 
tortion. 

Mr.  Kearns.  Thank  you,  Mr.  Chairman. 

Mr.  Beckman.  Thank  you. 

Senator  Levin.  We  thank  you  both. 

We  are  now  happy  to  call  our  second  panel:  Mr.  Charles  Waite, 
Associate  Director  for  Economic  Programs  at  the  Bureau  of  the 
Census,  and  Mr.  Allan  Mendelowitz,  Director  of  International 
Trade  and  Finance  Issues  at  the  U.S.  General  Accounting  Office. 
We  appreciate  your  being  here. 

Mr.  Mendelowitz,  did  I  pronounce  your  name  correctly? 

Mr.  Mendelowitz.  Absolutely.  You  are  one  of  the  few. 

Senator  Levin.  Well,  I  am  well  briefed  by  staff. 

Mr.  Waite,  let's  start  with  you. 

TESTIMONY  OF  CHARLES  A.  WAITE.^  ASSOCIATE  DIRECTOR  FOR 
ECONOMIC  PROGRAMS,  BUREAU  OF  THE  CENSUS,  U.S.  DEPART- 
MENT  OF  COMMERCE 

Mr.  Waite.  Well,  thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  be 
here  today  to  discuss  in  general  the  U.S.  trade  numbers,  and  in 
particular,  as  they  pertain  to  U.S.-Mexico  trade. 

Senator  Levin.  Again,  if  you  don't  mind  my  interruption,  I  would 
appreciate  both  of  you  boiling  down  your  testimony,  though  your 
entire  testimony  will  be  made  part  of  the  record. 

Mr.  Waite.  Well,  Mr.  Chairman,  I  was  just  going  to  add  that  I 
was  born,  raised,  and  educated  in  the  State  of  Michigan  from  the 
Upper  Peninsula 

Senator  Levin.  Don't  leave  that  out. 

Mr.  Waite.  We  are  used  to  boiling  things  down  up  there,  you 
know.  [Laughter.] 

I  will  summarize  today  my  comments,  focusing  on  the  merchan- 
dise trade  data  which  are  produced  by  the  Bureau  of  the  Census 
and  measure  the  flow  of  goods  into  and  out  of  the  United  States. 


'  The  prepared  statement  of  Mr.  Waite  appears  on  page  176. 
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In  recent  years,  merchandise  trade  statistics  have  become  a 
closely  watched  indicator  of  U.S.  economic  activity.  In  the  years  be- 
tween 1982  and  1992,  total  merchandise  trade  more  than  doubled 
to  just  under  $1  trillion  annually.  Exports  in  1992  accounted  for  7.5 
percent  of  GDP,  imports  for  9  percent. 

As  has  been  noted,  our  third  largest  trading  partner  is  Mexico, 
U.S.  exports  to  Mexico  approximately  $41  billion  in  1992,  9  percent 
of  total  exports.  We  imported  $35  billion,  about  6.5  percent  of  total 
imports. 

The  compelling  strength  of  our  trade  data  is  that,  unlike  most 
other  U.S.  economic  statistics,  the  monthly  merchandise  trade  sta- 
tistics represent  a  tabulation  of  individual  shipment  information 
that  is  legally  required  by  the  U.S.  Customs  Service.  This  allows  us 
to  provide  much  more  detailed  data  than  would  be  possible  through 
a  sample  survey  with  which  most  of  our  other  economic  statistics 
are  provided. 

The  Census  Bureau  processes  over  2  million  import  and  export 
transactions  received  from  Customs  each  month.  The  resulting 
trade  statistics  are  among  the  most  detailed  economic  information 
available,  providing  every  month  14,000  import  and  8,000  export 
commodity  categories  for  trade  with  over  200  trading  partners. 

We  have  a  lot  of  customers  for  these  data.  They  are  widely  used 
by  Government  policjnnakers,  economic  analysts,  private  business- 
es. The  use  and  close  scrutiny  of  the  data  is  evident  in  newspaper 
and  magazine  articles  which  appear  almost  daily  and  is  reflected  in 
the  hundreds  and  hundreds  of  requests  that  we  receive  at  the 
Census  Bureau  every  month. 

Now,  while  our  import  statistics  are  judged  to  be  complete,  there 
is  under-reporting  of  exports.  This  problem  is  not  unique  to  the 
United  States.  Worldwide  imports,  because  of  enforcement  of  tar- 
iffs and  quotas,  are  more  complete  and  accurate  than  export  data. 

Studies  done  at  the  Census  Bureau  with  Japan  and  the  European 
Community  show  our  exports  for  these  partners  to  be  understated 
by  approximately  3  percent. 

Now,  the  Census  Bureau,  with  the  assistance  and  cooperation  of 
Customs,  continues  to  conduct  a  number  of  programs  to  evaluate 
and  improve  the  quality  of  the  trade  statistics.  In  fact,  over  the 
past  few  years,  the  trade  numbers  may  be  the  most  improved 
among  U.S.  economic  indicators.  We  have  virtually  eliminated  car- 
ryover. 

Not  many  years  ago,  Mr.  Chairman,  you  did  not  even  know  the 
correct  month  that  an  import  was  recorded  in.  That  has  been  fixed. 
We  have  converted  from  an  old  obsolete  classification  system  to  the 
new  international  Harmonized  System  of  classification,  consistent 
with  our  major  trading  partners. 

We  have  expanded  the  automation  of  both  the  collection  and  dis- 
semination of  trade  data.  As  we  speak,  about  93  percent  of  import 
transactions  are  collected  electronically.  The  comparable  number 
for  exports  is  about  50  percent. 

For  the  longer-term  view,  the  Census  Bureau  and  Customs,  aided 
by  a  few  other  Eigencies,  funded  a  study  by  the  National  Research 
Council  of  the  National  Academy  of  Sciences  to  identify  ways  that 
trade  data  could  be  further  improved.  We  have  closely  evaluated 
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the  recommendations,  which  we  received  about  a  year  ago,  and 
have  adopted  a  number  of  them. 

There  were  no  recommendations  on  Mexico  or  maquiladora  trade 
in  that  study.  But,  for  example,  the  things  we  have  done,  we  have 
expanded  our  exporter  education  program,  designed  to  identify  and 
contact  those  exporters  responsible  for  reporting  errors.  Under  this 
program,  we  have  returned  thousands  of  faulty  export  documents 
with  instructions  on  how  to  report  correctly.  This  effort  has  result- 
ed in  a  20  percent  reduction  in  the  rate  of  errors  among  those  ex- 
porters. 

In  addition,  we  have  extended  our  trade  data  reconciliation  stud- 
ies, already  cited  for  Japan  and  the  European  Community,  to  other 
major  trading  partners  such  as  Korea  and  Australia.  In  these  stud- 
ies, we  investigate  the  differences  in  the  bilateral  data  in  order  to 
evaluate  the  quality  of  our  statistics  and  identify  areas  for  im- 
provement. 

Our  statistics  for  trade  with  Mexico  share  the  general  strengths 
and  the  weaknesses  discussed  earlier.  Import  data  are  complete 
and  accurate.  There  is  under-reporting  of  exports.  Because  of  the 
difficulties  Customs  faces  in  monitoring  overland  shipments,  the 
under-reporting  of  exports  to  Mexico  is  probably  somewhat  higher 
than  for  other  trading  partners.  To  improve  the  statistics,  we  are 
concentrating  many  of  our  education  efforts  along  the  Mexican 
border,  and  we  have  initiated  a  bilateral  trade  data  reconciliation 
study  with  Mexico. 

Now,  a  number  of  the  questions  of  the  Subcommittee  dealt  with 
maquiladora  trade,  parts  and  capital  equipment  exported  and  im- 
ported to  these  maquiladora  plants.  I  have  provided  detailed  an- 
swers to  those  questions  in  my  written  testimony. 

In  summary,  however,  these  transactions,  the  exports  now  to  ma- 
quiladoras,  are  included  although  not  specifically  identified  in  the 
export  statistics.  And  although  some  data  are  available  separating 
the  value  in  our  import  statistics  of  U.S.  and  foreign  components, 
these  are  not  all  inclusive.  Companies  are  not  required  to  identify 
U.S.  components  incorporated  in  imports  from  Mexico. 

Finally,  the  trade  statistics  provide  no  information  on  what  parts 
are  now  shipped  to  Mexico  for  assembly  that  in  prior  years  would 
have  been  assembled  in  the  United  States. 

With  regard  to  dissemination,  the  trade  data,  whether  for  trade 
with  Mexico  or  any  other  partner,  are  readily  available  in  a  varie- 
ty of  formats,  including  our  increasingly  popular  CD  ROM  disks,  in 
a  varying  degree  of  detail.  Data  are  available  at  the  Census 
Bureau,  the  Government  Printing  Office,  Federal  libraries  and  so 
forth. 

Mr.  Chairman,  the  Census  Bureau  is  committed  to  producing  ac- 
curate, timely  trade  statistics  to  meet  the  needs  of  a  wide  variety  of 
users  and  to  continue  to  upgrade  our  data  collection  procedures  as 
well  as  our  finished  products.  I  will  note  the  report  you  cite  with 
Mexico  is  not  a  Census  Bureau  report.  It  relies  on  information  with 
regard  to  exports  that  were  not  compiled  at  the  Census  Bureau. 

Just  on  another  personal  note,  back  in  1962  in  the  Kennedy  ad- 
ministration, the  Trade  Expansion  Act  of  1962,  when  I  was  em- 
ployed at  the  Bureau  of  Labor  Statistics,  we  did  a  study  on  jobs 
owed  and  jobs  lost  to  that  Trade  Expansion  Act  of  1962.  In  other 
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words,  the  same  techniques  that  are  used  to  measure  jobs  owed  to 
exports  can  be  applied  to  jobs  lost  to  imports. 

That  concludes  my  testimony.  I  hope  I  have  been  brief.  I  would 
be  happy  to  answer  any  questions. 

Senator  Levin.  Thank  you. 

Mr.  Mendelowitz? 

TESTIMONY  OF  ALLAN  L  MENDELOWITZ/  DIRECTOR,  INTERNA- 
TIONAL TRADE,  FINANCE,  AND  COMPETITIVENESS  ISSUES, 
GENERAL  GOVERNMENT  DIVISION,  U.S.  GENERAL  ACCOUNTING 
OFFICE 

Mr.  Mendelowitz.  Mr.  Chairman,  I  will  be  more  than  happy  to 
read  a  considerably  abbreviated  statement  and  submit  the  full 
statement  for  the  record. 

Senator  Levin.  Thank  you. 

Mr.  Mendelowitz.  I  am  pleased  to  be  here  today  to  testify  on  the 
quality  of  U.S.  trade  data.  My  statement  focuses  on  the  limitations 
of  trade  data  in  general  and  on  the  specific  limitations  we  encoun- 
tered in  our  work  on  U.S.-Mexico  trade  issues,  particularly  on  the 
maquiladora  program. 

The  Federal  Government  had  long  suspected  that  U.S.  exports 
have  been  undercounted.  However,  it  was  not  until  1971,  when  the 
United  States  and  Canada  agreed  to  conduct  an  annual  reconcilia- 
tion of  their  trade  data,  that  the  extent  of  this  problem  was  discov- 
ered. The  reconciliation  showed  that  reported  U.S.  exports  to 
Canada  were  much  less  than  recorded  Canadian  imports  from  the 
United  States.  By  1986,  the  discrepancy  was  up  to  $11.5  billion,  or 
20  percent  of  the  reported  northbound  trade  between  the  United 
States  and  Canada. 

Other  studies  have  shown  that  this  problem  is  not  limited  to  ex- 
ports to  Canada.  For  example,  in  1989  the  Census  Bureau  found 
that  $6.7  billion  of  exports  through  airports  were  not  included  in 
U.S.  trade  statistics  because  exporters  or  their  agents  had  failed  to 
file  export  documents.  This  amount  was  equivalent  to  about  7  per- 
cent of  the  value  of  merchandise  the  United  States  was  reported  to 
have  exported  by  air  in  1988.  Also,  a  1992  study  by  the  National 
Research  Council  estimated  that  in  recent  years  the  United  States 
had  exported  from  $10  to  $20  billion  more  than  reported. 

Efforts  are  under  way  to  improve  the  quality  of  U.S.  trade  data, 
including  bilateral  reconciliation  efforts  with  a  number  of  coun- 
tries, including  Mexico,  Japan,  the  European  Community. 

With  respect  to  trade  with  Mexico,  according  to  Census  officials, 
U.S.  trade  data  probably  undercount  U.S.  exports  to  Mexico.  In  ad- 
dition, it  is  hard  to  get  a  complete  picture  of  U.S.-Mexico  trade 
from  the  data. 

For  example,  U.S.  trade  statistics  do  not  distinguish  U.S.  trade 
with  Mexico's  maquiladora  industry  from  other  trade  with  Mexico. 
Also,  it  is  difficult  to  use  the  data  to  unravel  linkages  between  ex- 
ports to  Mexico  of  parts  and  components  and  imports  to  the  United 
States  of  related  items.  The  exports  may  leave  the  United  States 


'  The  prepared  statement  of  Mr.  Mendelowitz  appears  on  page  184. 


68 

under  one  tariff  classification,  and  the  item  made  from  the  parts 
and  components  may  return  under  a  different  tariff  classification. 

A  significant  portion  of  U.S.  trade  with  Mexico,  in  fact,  is  done 
with  firms  in  the  maquiladora  program,  and  neither  U.S.  export 
nor  import  data  directly  measure  U.S.  trade  with  maquiladoras  be- 
cause U.S.  import  and  export  documents  do  not  require  traders  to 
identify  whether  they  participate  in  the  maquiladora  program.  The 
maquiladora  program  is  a  Mexican  Government  program  and  the 
U.S.  Government's  trade  data  system  is  not  designed  to  collect  in- 
formation on  U.S.  companies  that  participate  in  foreign  govern- 
ment programs. 

So,  for  our  report  to  Majority  Leader  Gephardt  on  U.S.-Mexico 
trade,  we  relied  on  data  on  maquiladoras  that  we  received  from  the 
Banco  de  Mexico.  According  to  that  data,  in  1991,  31.8  percent  of 
Mexican  imports  from  the  United  States  went  to  maquiladoras, 
and  in  the  same  year,  46.3  percent  of  Mexican  exports  to  the 
United  States  came  from  maquiladoras. 

U.S.  trade  with  maquiladoras  cannot  be  measured  directly  from 
U.S.  trade  data.  However,  U.S.  statistics  can  be  used  to  measure 
imports  that  enter  the  United  States  from  Mexico  under  produc- 
tion-sharing arrangements.  Under  these  arrangements,  certain 
products  assembled  in  foreign  countries  from  U.S.-made  compo- 
nents are  only  subject  to  duties  on  the  value  added  in  the  foreign 
country;  that  is,  on  the  residual,  or  the  total  value  of  the  imported 
product  minus  the  value  of  the  U.S.-made  components. 

Imports  from  Mexico  under  these  arrangements  can  be  used  to 
estimate  U.S.  imports  from  maquiladora  firms  because  there  are 
indications  that  a  large  proportion  of  these  imports  are  from  ma- 
quiladoras. Further,  because  most  U.S.  exports  to  maquiladora 
companies  are  then  returned  from  the  maquiladoras  as  exports  to 
the  United  States,  the  portion  of  the  production-sharing  imports 
from  M6xico  that  does  not  have  duties — that  is,  that  which  origi- 
nated in  the  United  States — can  be  used  to  estimate  U.S.  exports  to 
maquiladoras. 

U.S.  trade  statistics  also  do  not  capture  other  aspects  of  maquila- 
dora trade.  In  some  cases,  items  the  United  States  exports  to  the 
maquiladoras  under  one  HTS  classification  may,  after  assembly, 
return  to  the  United  States  under  a  different  classification.  For  ex- 
ample, electronic  wire  exported  from  the  United  States  to  maquila- 
doras can  be  returned  to  the  United  States  as  automotive  parts. 
These  factors  limit  analysts'  ability  to  directly  link  trade  with  ma- 
quiladoras using  the  U.S.  trade  data. 

The  issue  of  maquiladora  data  could,  however,  become  a  moot 
question.  If  the  North  American  Free  Trade  Agreement  is  ratified, 
the  Mexican  Government  is  expected  to  terminate  the  maquiladora 
program  within  7  years  since  the  tariff  advantages  of  maquiladora 
operations  will  be  sharply  reduced. 

However,  if  NAFTA  is  implemented,  it  may  be  more  difficult  to 
collect  accurate  data  because  Customs  may  have  fewer  reasons  to 
closely  monitor  the  collection  of  this  information.  The  U.S.-Canada 
Free  Trade  Agreement,  which  went  into  effect  at  the  beginning  of 
1989,  calls  for  the  elimination  of  all  tariffs  between  the  two  coun- 
tries by  1998.  Likewise,  NAFTA,  if  ratified  by  the  United  States, 
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Canada,  and  Mexico,  will  phase  out  tariffs  over  15  years  on  trade 
between  the  three  nations. 

Census  officials  and  others  in  the  statistical  and  trade  communi- 
ties believe  that  the  elimination  of  duties  by  the  free  trade  agree- 
ments would  reduce  the  reasons  for  Customs  to  assure  that  import 
data  are  accurately  filed  by  importers.  This  situation  could  then 
adversely  affect  the  quality  of  data  needed  to  assess  the  impact  of 
NAFTA,  if  ratified. 

Mr.  Chairman,  this  concludes  my  oral  comments,  and  I,  of 
course,  will  be  happy  to  try  to  respond  to  any  questions  you  might 
have. 

Senator  Levin.  Thank  you,  Mr.  Mendelowitz. 

First,  Mr.  Waite,  let  me  go  through  some  items  with  you  and  ask 
you  whether  or  not  the  data  that  I  am  asking  about  is  included  in 
exports.  Are  all  parts,  sub-assemblies,  and  supplies  shipped  from 
the  United  States  to  maquiladoras  in  Mexico  included  in  U.S. 
export  data? 

Mr.  Waite.  They  are  included,  but  they  are  not  separately  identi- 
fied as  going  to  maquiladora. 

Senator  Levin.  Now,  you  have  made  a  point  in  your  testimony 
and  just  now  that,  while  included,  they  are  not  identified. 

Mr.  Waite.  That  is  correct. 

Senator  Levin.  And  that  is  a  very  important  point,  because — 
well,  let  me  ask  you  rather  than  stating  the  answer.  What  differ- 
ence does  it  make  whether  it  goes  to  a  maquiladora  or  not?  Why 
would  it  be  helpful  to  identify  that  data? 

Mr.  Waite.  Well,  Senator,  to  the  extent,  I  suppose,  that  the  ma- 
quiladora comes  back  to  the  United  States.  On  the  other  hand,  ex- 
ports to  other  parts  of  Mexico,  other  countries,  may,  in  fact,  be  re- 
manufactured,  assembled,  and  come  back  to  the  United  States.  So 
my  answer,  I  guess,  would  be  let's  not  pick  on  the  maquiladoras, 
let's  look  at  everything.  If  we  want  to  obtain  this  information,  it  is 
certainly  possible  to  modify  regulations  to  obtain  it. 

Senator  Levin.  Is  maquiladora  trade  like  other  trade  with 
Mexico? 

Mr.  Waite.  The  question,  I  suppose,  is  whether  trade  going  to 
maquiladora,  is  coming  back  to  the  United  States  or  is  being  ex- 
ported to  other  countries.  There  are  other- 


Senator  Levin.  Ninety-nine  percent,  we  understand,  of  the 

Mr.  Waite.  Yes. 

Senator  Levin  [continuing].  Exports  to  maquiladoras,  listed  as 
exports,  comes  back  to  the  United  States  as  imports. 

Mr.  Waite.  Yes,  or  going  for  final  consumption  in  Mexico. 

Senator  Levin.  My  understanding  is  99  percent  of  the  exports  to 
the  maquiladoras,  listed  as  exports,  comes  back — excuse  me. 
Ninety-nine  percent  of  the  exports  from  maquiladoras  comes  to  the 
United  States.  Is  that  your  understanding? 

Mr.  Waite.  I  don't  have  that  statistic,  but  that  could  well  be. 

Senator  Levin.  Well,  let  me  just  get  to  the  bottom  line.  Do  you 
believe  the  maquiladora  trade  is  different  from  other  exports  to 
Mexico  which  are  consumed  in  Mexico? 

Mr.  Waite.  I  think  there  is  a  distinction  between  final  consump- 
tion, goods  going  to  Mexico  for  final  consumption,  and  those  that 
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go  to  Mexico  that  are  re-exported,  whether  to  the  United  States  or 
anywhere  else. 

Senator  Levin.  What  is  the  distinction?  Why  is  that  an  impor- 
tant distinction? 

Mr.  Waite.  I  suppose  it  has  to  do  with  the  fact  that  the  goods 
may  be  in  competition  with  U.S.  goods  that  are  produced  within 
the  United  States.  On  the  other  hand,  goods  may  be — for  example, 
the  Japanese  are  there.  Other  foreign  countries  are  there  as  well. 
Goods  are  flowing  to  those  countries,  too. 

So  I  could  quite  understand  a  separate  identification  of  those 
data.  Certainly  we  would  not  oppose  that. 

Senator  Levin.  Mr.  Mendelowitz,  is  maquiladora  trade  like  other 
trade  with  Mexico? 

Mr.  Mendelowitz.  No.  I  think  it  is  quite  clear  that  maquiladora 
trade  is  a  different  type  of  trade,  and  the  Mexican  Government  ex- 
plicitly recognizes  that  because  the  Mexican  Government,  in  its  of- 
ficial import  and  export  statistics,  does  not  include  maquiladora 
trade. 

The  Mexican  Government  records  in  its  service  sector  trade  the 
value  added  that  the  maquiladoras  add  to  the  parts  and  compo- 
nents they  import  and  then  re-export. 

So,  for  example,  in  1991,  according  to  the  statistics  received  from 
the  Banco  de  Mexico,  maquiladoras  imported  from  the  United 
States  about  $11.7  billion  of  goods  and  then  re-exported  about  $15.8 
billion  for  a  net  value  added  of  about  $4.2  billion.  So  rather  than 
reporting  total  imports  and  total  exports,  the  Mexican  trade  statis- 
tics include  in  the  category  called  Servicios  por  Transformacion, 
the  $4.1  billion  in  value  added  that  the  maquiladoras  provided. 

Senator  Levin.  Now,  you  say  that  maquiladora  trade  is  different. 
Is  it  not  different  in  terms  of  job  creation?  Is  that  not  the  bottom 
line,  that  when  we  export  something  to  another  country  to  be  con- 
sumed there,  that  that  is  different  in  terms  of  job  creation  here, 
and  when  we  send  something  to  another  country  to  be  processed 
there  and  then  return  here  for  consumption?  Would  you  agree  with 
that? 

Mr.  Mendelowitz.  I  think  that  the  issue  of  whether  trade  is  job 
creating  or  not  is  probably  one  of  the  most  complex  issues  that  you 
can  raise.  For  example,  you  have  been  citing  the  20,000-job  figure 
that  is  generally  associated  with  $1  billion  in  exports,  that  20,000- 
job  figure  is  really  a  rule  of  thumb  that  lets  you  understand  on  av- 
erage the  relationship  between  exports  and  employment  in  this 
country. 

I  don't  think  it  is  a  figure  that  you  can  apply  in  any  detailed  spe- 
cific industry  study  and  claim  that  if  we  export  $1  billion  to  a  par- 
ticular industry  in  a  particular  country  that  that  automatically 
means  there  are  20,000  jobs 

Senator  Levin.  Well,  let  me  get  back  to  the  maquiladoras.  The 
maquiladora  trade  you  say  is  different. 

Mr.  Mendelowitz.  That  is  right. 

Senator  Levin.  All  right.  Let  me  just  start  with  that.  We  don't 
have  maquiladora  trade,  that  I  know  of,  with  any  other  country 
except  Mexico  in  that  significant  degree.  That  is  an  unusual  situa- 
tion where  about  one-third  of  our  exports  to  Mexico  is  actually  im- 
mediately or  promptly  shipped  right  back  here  for  consumption. 
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Should  the  same  job  creation  figure  then  be  applied  in  that  situa- 
tion as  it  is  in  situations  where  we  export  to  Europe?  Should  the 
same  average  be  applied? 

Mr.  Mendelowitz.  I  think  we  have  to  be  careful  about  how  we 
disaggregate  the  numbers.  In  our  trade  with  other  countries  over- 
all, the  component  of  U.S.  value  that  comes  back  in  imports  can  be 
quite  high  for  countries  other  than  Mexico.  If  I  remember  the  data 
correctly,  imports  that  come  from  Canada,  even  though  they  don't 
have  a  maquiladora  program,  actually  have  a  much  higher  U.S. 
value  content  than  imports  from  Mexico  overall. 

So  that  if  you  want  to  look  at  how  imports  and  exports  affect 
jobs,  you  really  have  to  look  at  the  overall  import  and  export  pic- 
ture, and  that  20,000-job  figure,  as  I  said,  is  sort  of  an  average.  And 
you  have  to  accept 

Senator  Levin.  It  is  an  average  over  what,  the  world? 

Mr.  Mendelowitz.  Basically,  yes,  in  our  trade  picture. 

Senator  Levin.  Well,  does  it  make  sense  to  apply  that  same  aver- 
age in  situations  like  the  maquiladora — whether  it  is  Canada  or 
maquiladora,  does  it  make  sense  to  apply  that  average  in  a  situa- 
tion where  one-third  of  our  exports,  so-called,  immediately  come 
back  here  or  promptly  come  back  here  for  consumption  after  there 
is  some  value  added?  Does  it  make  sense  to  you?  Is  that  the  same 
average? 

Mr.  Mendelowitz.  I  think  that  if  you  are  looking  at  a  particular 
program  like  maquiladoras,  you  have  to  undertake,  I  think,  a  much 
more  micro-level  analysis  of  what  is  going  on.  And  I  think  applying 
sort  of  macro  averages,  like  20,000  jobs  for  $1  billion  of  exports,  is 
not  the  appropriate  way  to  go  about  analyzing  it  and  studying  it. 
For  example 

Senator  Levin.  It  is  not  the  appropriate — let's  put  it  in  plain 
English. 

Mr.  Mendelowitz.  It  is  not  helpful.  It  doesn't  give  you  good  in- 
sight. 

Senator  Levin.  It  is  not  an  accurate  picture,  is  it? 

Mr.  Mendelowitz.  It  doesn't  give  you  good  insight  into  what  is 
happening. 

Senator  Levin.  Doesn't  give  you  an  accurate  picture? 

Mr.  Mendelowitz.  Probably  not. 

Senator  Levin.  All  right.  We  are  making  progress.  [Laughter.] 

Senator  Levin.  And  yet  it  is  used  over  and  over  and  over  again. 

Mr.  Mendelowitz.  Senator,  this  is  the  point  I  am  tr)dng  to  get 
at:  You  really  have  to  do  a  kind  of  micro-level  disaggregation,  and 
you  have  to  assess  what  is  going  on.  And  whether  the  maquiladora 
program  represents  on  balance  a  net  gain  or  a  net  loss  to  U.S.  em- 
ployment depends  very  much  upon  the  assumptions  that  you  make 
as  to  what  the  counter-factual  situation  would  be. 

So,  for  example,  if  the  U.S.  firms  going  to  Mexico  to  do  labor-in- 
tensive assembly  operations  are  firms  that  have  no  international 
competition,  and  all  they  are  going  there  for  is  to  increase  their 
margins,  raise  their  profits,  you  could  make  the  case  that  jobs  are 
lost. 

If,  on  the  other  hand,  the  industries  that  are  going  to  Mexico 
represent  industries  under  tremendous  competitive  pressure — from 
firms,  for  example,  in  the  Far  East  that  have  access  to  large  pools 
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of  highly  productive,  low-cost  labor — what  the  access  to  the  maqui- 
ladora  assembly  operations  represents  is  an  opportunity  to  keep 
higher-value  parts  and  component  production  in  the  United  States 
by  having  the  labor-intensive  assembly  operation  done  in  a  low- 
wage  plant  in  Mexico.  In  such  a  circumstance,  maquiladora's  may 
be  job-preserving.  But  it  depends  very  much  on,  I  think,  a  detailed 
analysis  industry  by  industry,  company  by  company. 

Senator  Levin.  How  is  that  job  creation?  I  can  see  in  your  second 
assumption  that  it  may  preserve.  How  does  it  create? 

Mr.  Mendelowitz.  I  think  my  point  is  I  would  classify  it  as  job 
preservation  rather  than  job  creation,  and^ 

Senator  Levin.  That  is  not  the  way  the  export  statistics  are  used. 
It  is  job  creation. 

Mr.  Mendelowitz.  I  would  say  that 

Senator  Levin.  In  either  case,  it  is  a  distortion,  isn't  it? 

Mr.  Mendelowitz.  Well,  I  think,  to  be  honest,  to  talk  about  only 
one  side  of  the  trade  picture  in  terms  of  the  impact  on  employment 
itself  is  a  fundamental  distortion. 

Senator  Levin.  That  is  the  fundamental  distortion  which  Mr. 
Kearns  talked  about. 

Mr.  Mendelowitz.  That  is  right. 

Senator  Levin.  We  get  half  the  picture.  But  I  want  to  talk  about 
the  half  that  we  do  get.  What  you  are  even  acknowledging — and  it 
is  helpful  and  it  is  honest — is  that  that  picture  is  a  distortion  when 
we  treat  maquiladora  trade,  or  U.S.-Canada  trade  where  there  is  a 
lot  of  U.S.  value  that  is  in  there  and  comes  back,  the  same  as  Euro- 
pean trade  or  other  trade,  that  that  is  a  distortion.  And  when  the 
same  average  is  used,  20,000  jobs  per  $1  billion,  and  that  is  used  on 
that  export  number,  that  gives  a  distorted  picture,  for  two  reasons: 
One,  it  doesn't  include  the  impact  of  imports — which  is  what  your 
1962  study  did,  Mr.  Waite — ^but  even  within  the  half  of  the  picture 
it  is  a  distortion. 

Mr.  Mendelowitz.  Well,  I  think  that 

Senator  Levin.  Because  it  doesn't  say  job  preservation.  It  says  we 
are  going  to  create  jobs.  This  produces 

Mr.  Mendelowitz.  I  think  that  the  appropriate  way  to  use  the 
20,000-job  figure  is  at  the  macro  level — if  you  consider  it  appropri- 
ate to  look  at  only  one  side  of  the  equation.  I  would  submit  that 
that  is  not  the  way  to  do  it.  But  if  you  want  to  look  at  only  one  side 
of  the  equation,  just  the  export  side,  and  you  want  to  tie  it  to  em- 
ployment that  is  associated  with  exporting — and  I  don't  even  want 
to  say  created  by  it,  just  associated  with  exporting — that  20,000 
figure  is  probably  as  good  a  figure  to  use  with  respect  to  overall 
trade  with  a  country,  like  overall  trade  with  Canada  or  overall 
trade  with  Mexico. 

Senator  Levin.  How  about  with  Europe? 

Mr.  Mendelowitz.  With  Europe,  too;  with  Japan. 

Senator  Levin.  Same  figure? 

Mr.  Mendelowitz.  Probably.  Probably.  You  are  probably  more  of 
an  expert 

Mr.  Waite.  Well,  no,  I  would  just  add- 


Senator  Levin.  Do  they  use  the  same  figure,  do  you  know? 
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Mr.  Waite.  I  think  the  basic  point,  Senator,  is  that  you  can't  look 
at  just  necessarily  exports.  You  have  to  look  at  exports  and  im- 
ports. 

Senator  Levin.  I  want  to  get  beyond  that  point. 

Mr.  Waite.  The  20,000  figure  is  totally  accurate  in  terms  of  the 
gross  value  of  exports.  For  example,  a  part  that  is  exported 

Senator  Levin.  Is  it  the  same  for  every  country? 

Mr.  Waite.  A  part  that  is  exported 

Senator  Levin.  My  question,  though,  is  it  the  same  for  every 
country? 

Mr.  Waite.  Well,  I  would  say  yes.  If  something  is  produced  in  the 
United  States,  a  part  goes  to  Mexico,  a  part  goes  to  Europe.  The 
part  to  Europe  is  finally  consumed.  It  is  not  returned  to  the  United 
States  as  part  of  another  product.  It  is  the  same  part  that  went  to 
Mexico. 

To  produce  that  part  in  the  United  States,  whether  it  went  to 
Mexico,  whether  it  went  to  Europe,  generated  the  same  amount  of 
jobs  in  the  United  States. 

When  it  comes  back  from  Mexico,  one  could  argue  that  there  is  a 
loss.  So  you  have  to  look,  as  has  been  said,  at  the  export  and  the 
import  side. 

But  if  you  are  only  looking  at  the  export  side,  the  20,000  figure  is 
accurate.  It  goes  to  Europe.  It  is  not  returned.  It  goes  to  Mexico.  It 
is  returned.  Focusing  only  on  one  side,  that  is  fine. 

What  I  think  you  are  saying,  and  I  think  we  are  all  agreeing,  is 
one  has  to  look  at  both  sides,  exports  and  imports. 

Senator  Levin.  No,  I  am  going  beyond  that.  Let  me  give  you  a 
couple  other  examples. 

Mr.  Waite.  Sure. 

Senator  Levin.  Let's  say  you  have  got  a  parts  factory  in  Michi- 
gan, a  lot  of  parts  factories  in  Michigan,  and  those  parts  are  assem- 
bled into  a  car  in  Michigan.  And  the  assembly  plant  is  now  moved 
to  Mexico,  but  the  parts  still  go  into  that  car,  and  so  the  parts  are 
now  exports. 

Have  we  gained  any  jobs? 

Mr.  Waite.  I  am  not  saying  gaining,  but  I  am  saying  that  parts 
factory  there  in  Flint  is  sending  it  to  Paris  and  sending  it  to  a  ma- 
quiladora. 

Senator  Levin.  No,  no.  I  just  want 

Mr.  Waite.  The  same  job  is  there  if  it  is  one  job  per  part  either 
way. 

Senator  Levin.  I  understand,  but  let  me  ask  my  question.  I  want 
to  give  you  my  hypothetical.  This  is  real.  These  are  real.  You  have 
got  an  assembly  plant  with  1,000  workers.  You  have  got  parts 
plants  in  the  United  States  with  2,000  workers  making  parts  for 
that  car,  and  components.  The  1,000  workers  are  assembling  it.  The 
assembly  plant  closes,  moves  to  Mexico.  OK?  The  1,000  jobs  are 
lost.  The  2,000  employees  that  make  those  parts  are  still  making 
the  parts  and  shipping  them  to  Mexico. 

Mr.  Waite.  Yes. 

Senator  Levin.  Have  we  gained  any  jobs? 

Mr.  Watte.  No.  I  would  say  we  lost  jobs,  and  the  reason  is  that 
we  haven't  made  the  calculation  of  the  imports  that  have  come  in 
of  those  final  products  in  Mexico  that  have  come  back  to  the 
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United  States.  If  we  made  that  calculation,  that  would  be  a  minus 
to  offset  the  plus,  which  is  still  a  plus,  from  the  parts  that  have 
gone  to  Mexico,  Paris,  wherever.  So  net,  you  are  right. 

Senator  Levin.  Net,  it  represents  a  lost  job. 

Mr.  Waite.  In  your  example,  yes. 

Senator  Levin.  In  my  example.  That  is  a  real-world  situation 
over  and  over  and  over  again. 

Mr.  Waite.  Well,  Senator,  in  1952,  in  the  Upper  Peninsula,  we 
used  to  say  "No  more  ore  from  Labrador." 

Senator  Levin.  Right,  But  I  just  want  to  stick  to  Mexico.  I  know 
you  don't  want  to  stick  to  Mexico,  but  I  want  to  stick  to  Mexico. 

Mr.  Waite.  No,  no.  It  is  all  right. 

Senator  Levin.  That  is  the  book,  U.S.  exports  to  Mexico. 

Mr.  Waite.  It  is  not  a  Census  book,  but  fine.  [Laughter.] 

Senator  Levin.  Well,  you  are  part  of  Commerce.  Aren't  you  part 
of  Commerce? 

Mr.  Waite.  That  I  am,  that  I  am. 

Senator  Levin.  These  are  the  figures  which  are  used  to  sell  an 
agreement.  These  are  export  figures  which  include  those  parts 
which  represent  a  loss  of  jobs. 

What  you  are  telling  me  is,  the  way  you  correct  that  distortion  is 
by  deducting  the  import.  OK.  That  is  fair  enough.  Is  that  in  that 
book? 

Mr.  Waite.  That  is  not  in  the  book. 

Senator  Levin.  OK.  I  just  want  to  let  you  know  the  way  this 
thing  is  being  sold,  the  way  NAFTA  is  being  sold.  If  you  don't 
know  it,  it  is  being  sold  based  on  a  distortion  because  those  parts 
which  you  acknowledge  represent  a  loss  of  jobs  are  in  figures  which 
are  being  used  by  Governors,  one  State  after  another — this  is  State- 
by-State:  Michigan,  Minnesota,  Mississippi,  Missouri.  It  is  the  same 
format.  This  is  real-world  stuff.  This  is  what  is  being  sold  political- 
ly. That  format  is  Michigan  exports  to  Mexico  have  grown  by  51 
percent  in  the  last  5  years.  Those  are  those  parts.  Today  over 
31,000  Michigan  jobs  depend  on  exports,  representing  a  46  percent 
increase  in  export-related  jobs.  That  is  those  parts  that  you  ac- 
knowledge represent  a  loss  of  jobs  because — for  obvious  reasons. 

Mr.  Waite.  Well 

Senator  Levin.  But  your  own  testimony  is  unless  you  put  in  the 
imports  and  deduct 

Mr.  Waite.  That  is  right. 

Senator  Levin.  By  the  way,  a  much  bigger  number,  because  your 
46  percent  is  a  lot  bigger  than  31  percent.  Then  you  get  the  true 
picture,  and  the  true  picture  is  that  that  represents  a  loss.  And  yet 
it  shows  up  here  as  a  gain  in  the  Department  of  Commerce  docu- 
ment. 

Now  that  is  all  I  am  saying,  and  that  has  got  to  be  corrected. 
And  here  is  the  letter  that  comes  from  the  Department  of  Com- 
merce, the  covering  letter  with  this  book: 

"Dear  Senator  Levin:  How  pleased  I  am  to  provide  you  with  a 
review  of  blah,  blah,  blah.  "U.S.  exports  to  Mexico  translate  di- 
rectly into  U.S.  jobs."  That  is  not  true. 

Mr.  Waite.  Well,  I  beg  to  demur,  because  U.S.  exports  to  Mexico 
obviously  do  create  jobs  in  the  United  States  and  every  place  else. 
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Senator  Levin.  Wait  a  minute.  Were  those  jobs — hold  it.  Were 
those  jobs  created?  Were  those  parts — you  said  there  was  a  loss  of 
jobs. 

Mr.  Watte.  No.  I  said  that  the  offset  is  the — ^you  said  the  assem- 
bly plant  is  moving  to  Mexico,  and,  therefore,  they  are  importing 
those  final  products  back  into  the  United  States 

Senator  Levin.  Right.  But  take  those  2,000  parts- 


Mr.  Watte.  If  we  made  that  calculation,  which  we  don't,  if  we 
did,  it  would  show  up  as  a  loss.  But  baldly  stated,  the  exports,  the 
gross  amount,  the  parts,  obviously  create  jobs. 

Senator  Levin.  Did  they?  Now,  let's  go  back  to  my  example 

Mr.  Watte.  But,  but 

Senator  Levin.  No,  no,  let's  go  back  to  my  example. 

Mr.  Watte.  OK. 

Senator  Levin.  2,000  jobs  in  auto  parts,  1,000  assembly.  Assembly 
jobs  move  to  Mexico.  Did  we  create  any  jobs  in  the  United  States? 

Mr.  Waite.  We  did  not  on  that  net  transaction.  We  did  not.  We 
lost  jobs. 

Senator  Levin.  I  didn't  say  anything  about  the  net  transaction.  I 
said  that  the  assembly  went  to  Mexico.  That  is  all  I  said. 

Mr.  Waite.  OK.  If  the  assembly • 

Senator  Levin.  I  didn't  say  where  those  cars  went  after  they 
were  assembled  in  Mexico.  I  didn't  even  give  you  that  one. 

Mr.  Watte.  OK. 

Senator  Levin.  99  percent  of  it  comes  back  to  the  United  States. 
That  is  where  the  imports  come  in. 

Mr.  Watte.  OK. 

Senator  Levin.  But  I  didn't  get  to  that. 

Mr.  Watte.  OK. 

Senator  Levin.  Have  we  gained  any  jobs  even  before  we  bring 
them  back? 

Mr.  Waite.  No,  we  have  gained  no  jobs.  We  have  the  same 
number  of  jobs.  Let's  say  that  those  parts  were  exported  from  Pon- 
tiac  to  Flint.  They  are  not  in  our  export  statistics.  They  didn't  go  to 
Mexico  at  all.  Then  there  would  be  no  exports  whatsoever,  and 
there  would  be  no  jobs  created  as  a  result  of  exports.  There  would 
be  jobs  in  Michigan  because  they  went  from  Pontiac  to  Flint.  That 
is  quite  true. 

If  something  went  to  Mexico  and  there  was  an  export  as  a  result 
of  that,  it  would  show  up  in  those  statistics  as  job  creation  because 
of  exports,  yes. 

Senator  Levin.  But  it  is  not. 

Mr.  Waite.  It  is  not  between  jobs  created  in  the  U.S.  and  jobs 
created  in  Mexico,  I  agree.  I  agree.  I  understand  your  question,  yes. 

Senator  Levin.  I  am  just  looking  at  the  export  side  now,  right? 
Even  before  you  get  to  your  major  distortion,  which  is  no  imports 
in  here,  I  am  just  talking  about  the  exports.  There  are  no  jobs  cre- 
ated in  that  situation.  Is  that  correct?  Can  we  get  a  clear  answer  to 
that  one? 

Mr.  Wah'e.  There  are  no  jobs  created  in  your  example  between 
those  due  to  trade  in  the  U.S.  and  exports.  That  is  correct. 

Senator  Levin.  OK.  That  is  a  helpful  answer.  There  has  been 
very  little  focus  on  that  point.  There  is  a  lot  of  fpcus  on  the  absence 
of  import  data.  That  I  think  there  has  been  a  focus  on,  and  rightly 
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so.  That  is  a  major  distortion.  This  is  half  a  picture.  But  inside  that 
half,  there  is  another  distortion,  which  is  that  exports  don't  always 
create  jobs.  That  is  the  other  distortion.  OK? 

Mr.  Waite.  If  there  is  no  increase  in  exports  over  a  base  figure,  I 
guess  there  is  no  creation — from  some  base  there  is  no  creation. 

Senator  Levin.  And  just  to  be  very  precise,  in  the  situation  that  I 
gave  to  you  there  is  no  increase  in  jobs. 

Mr.  Waite.  That  is  correct. 

Senator  Levin.  OK.  We  are  making  real  progress  here.  Maybe 
we  ought  to  move  on  with  this  kind  of  progress, 

I  really  appreciate  your  willingness  to  come.  We  had  a  lot  of  good 
give  and  take.  I  would  appreciate  a  copy  of  that  1962  study,  by  the 
way.  Is  it  easily  found?  Could  we  find  it,  do  you  think? 

Mr.  Waite.  It  is  in  my  archives.  [Laughter.] 

Senator  Levin.  If  it  is  not  too  thick,  would  you  Xerox  it  for  us? 

Mr.  Waite.  I  will.  I  will  find  it,  and  I  will  send  it.  The  Trade  Ex- 
pansion of  1962,  as  I  remember  it,  was  the  number  one  priority  of 
the  Kennedy  administration  in  that  year,  and  we  worked  hard  on 
putting  those  numbers  together.  So  I  will  send  it  to  you,  Senator.^ 

Senator  Levin.  I  think  all  of  us  are  for  increasing  trade,  but  we 
have  also  got  to  look  at  what  represents  a  true  increase  in  jobs  as  a 
result.  That  is  the  part  that  is  complex,  but  lumping  it  all  together, 
putting  those  auto  parts  that  are  now  going  to  Mexico  that  previ- 
ously were  going  to  Pontiac  as  job  creating,  I  think  we  all  would 

concede 

Let  me  call  on  Senator  McCain,  because  I  am  not  sure  what  his 
schedule  is.  We  are  at  the  end  of  the  second  panel.  If  you  want  to 
either  question  this  panel  or  make  a  statement,  this  would  be  a 
good  time  to  do  it.  If  not,  we  will  move  directly  to  the  third  panel. 

Senator  McCain.  I  would  just  ask  one  question,  Mr.  Chairman. 

I  know  that  you  and  I  are  on  significantly  different  positions  on 
this  issue,  but  I  would  like  to  state  for  the  record  that  I  appreciate 
your-  cooperation  and  your  willingness  to  allow  witnesses  that 
share  more  of  my  viewpoint,  and  I  appreciate  the  fairness  with 
which  you  are  conducting  these  hearings. 

I  would  just  have  one  question  for  the  witnesses,  and  that  is:  Do 
you  have  any  information  that  there  will  be  a  greater  loss  of  jobs 
to  Mexico  if  the  North  American  Free  Trade  Agreement  is  ratified? 
Do  you  see  any  increase,  information  that  would  indicate  there  is 
an  increase  in  the  movement  of  companies  to  Mexico  any  more 
than  there  is  going  to  be  an  increase  in  movement  of  companies  to 
Korea  or  Taiwan  or  Malaysia? 

Mr.  Mendelowitz.  I  would  say  that,  one,  I  don't  have  any  infor- 
mation to  that  effect.  But,  secondly,  I  would  like  to  say  that  the 
focus  on  the  relationship  between  trade,  trade  liberalization,  and 
gains  in  employment  or  losses  in  employment  I  think  is  somewhat 
of  a  misdirected  focus.  The  reason  why  is  that  trade  is  not  job-cre- 
ating or  job-losing  on  balance  or  in  the  long  run.  The  reason  is  very 
simply  this:  Macroeconomic  policies  determine  employment,  and 
over  the  long  run  we  can't  increase  our  exports  if  we  don't  increase 
our  imports.  So  that  obviously  any  time  there  is  trade  liberaliza- 
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tion  and  growing  exports,  there  is  also  going  to  be  growing  imports 
and  painful  adjustment  for  some.  People  are  going  to  be  hurt. 
Those  who  are  hurt,  I  think,  need  to  be  compensated  and  helped 
because  they  are,  in  effect,  paying  the  price  for  society  overall 
being  made  better  off  by  trade  liberalization. 

I  think  that  trjdng  to  sell  the  NAFTA  as  some  great  engine  of 
job  creation  is  a  mistake,  and  I  also  think  opposing  it  with  the 
proposition  that  it  is  going  to  be  a  major  job  loser  is  a  mistake. 

If  you  are  looking  at  how  trade  with  any  one  country  affects 
overall  emplo3mient — and  I  realize  this  is  not  helpful  to  the  individ- 
ual industries  that  are  affected,  positively  or  negatively.  But  if  you 
are  looking  at  the  impact  of  a  trade  agreement  or  trade  with  a 
country  on  the  employment  base  of  the  United  States,  the  figure 
you  should  really  be  looking  at  is  the  bilateral  trade  deficit  or 
trade  surplus.  If  we  have  a  situation  where,  on  balance,  we  are  ex- 
porting more  to  a  country  than  we  are  importing,  then,  on  balance, 
there  should  be  somewhat  more  employment  associated  with  the 
trade  with  that  country. 

Senator  McCain.  And  our  trade  with  Mexico  last  year  was — I 
have  forgotten  what  the  surplus  was  now.  Do  you  remember? 

Mr.  Waite.  About  $5  billion. 

Senator  McCain.  Thank  you.  Mr.  Waite,  would  you  like  to  com- 
ment? 

Mr.  Watte.  No,  I  have  nothing  to  add  to  that.  I  agree  with  those 
comments. 

Senator  McCain.  I  guess  I  am  not  seeking  a  response,  but  those 
of  us  that  believe  that  free  trade  is  the  fundamental  economic  un- 
derpinning of  a  global  economy,  clearly  it  seems  to  me  it  is  even 
more  of  an  obligation  on  us  to  make  sure,  as  you  mentioned,  Mr. 
Mendelowitz,  that  we  provide  for  those  people  that  are  in  the  short 
term  dislocated.  And  I  intend  to  support  whatever  programs  we 
can  to  ease  that  very  painful  transition  for  some  jobs  and  indus- 
tries. 

I  thank  you,  Mr.  Chairman.  I  thank  the  witnesses,  and  I  apolo- 
gize for  being  late.  We  were  having  a  hearing  on  whether  we 
should  go  into  Bosnia  or  not,  and  I  am  sure  you  can  understand 
that  seems  to  have  seized  the  attention  of  the  American  people  at 
this  particular  moment. 

Thank  you,  Mr.  Chairman.  And  you  weren't  there  either,  Mr. 
Chairman.  [Laughter.] 

Senator  Levin.  I  would  have  liked  to  have  been  in  both  places, 
for  obvious  reasons,  but  thank  you.  Senator  McCain.  I  know  that 
your  staff  will  brief  you  on  some  of  the  very  interesting  testimony 
which  we  have  elicited  here,  which  raises  a  real  question  about 
whether  all  exports  are  created  equal.  Some  of  them  are  very  dif- 
ferent from  other  exports.  Some  of  them  do  not  reflect  job  creation 
here  for  lots  of  reasons,  and  I  think  maybe  your  staff,  I  am  sure, 
will  have  a  chance  to  brief  you  on  some  of  this  testimony. 

We  again  thank  our  panel,  and  we  will  now  move  to  our  third 
panel. 

Senator  Levin.  Mr.  Schott,  we  are  going  to  take  about  a  2-minute 
recess. 

[Recess,] 
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Senator  Levin.  The  third  panel  is  Mr.  Jeffrey  Schott.  Senior 
Fellow,  Institute  for  International  Economics.  Dr.  Schott,  we  wel- 
come you,  and  please  proceed.  Again,  if  you  can  do  what  the  others 
did,  even  though  your  testimony  is  a  little  shorter  than  theirs.  It 
will  be  made  part  of  the  record,  and  to  the  extent  you  can  boil  it 
down,  we  will  keep  on  schedule. 

Mr.  Schott.  I  will  do  so. 

Senator  Levin.  Thank  you. 

TESTIMONY  OF  JEFFREY  SCHOTT,^  SENIOR  FELLOW,  INSTITUTE 
FOR  INTERNATIONAL  ECONOMICS 

Mr.  Schott.  Thank  you  very  much,  Mr.  Chairman.  I  greatly  ap- 
preciate the  opportunity  to  come  before  the  Committee. 

My  testimony  is  based  on  two  comprehensive  studies  that  I  have 
co-authored  with  my  colleague,  Gary  Hufbauer.  The  first  was  pub- 
lished about  a  year  ago,  called  "North  American  Free  Trade:  Issues 
and  Recommendations";  the  second  was  an  assessment  of  the 
agreement  itself,  which  was  published  just  2  months  ago. 

Both  these  books  extensively  document  the  U.S.-Mexico  economic 
relationship,  including  estimates  of  potential  trade  and  employ- 
ment effects.  We  try  to  provide  a  balanced  view,  taking  into  ac- 
count job  creation  and  job  dislocation.  We  agree  with  much  of  the 
comments  made  here  today  that  one  has  to  cover  both  sides  of  the 
jobs  story,  and  it  is  a  very  complex  story,  indeed. 

Our  analyses  are  not  lobbying  briefs;  we  have  tried  to  present  tor 
the  benefit  of  the  general  public  and  for  the  Congress  a  non-parti- 
san and  objective  assessment  of  the  issues  on  the  table  and  how  to 
help  the  Congress  determine  what  is  in  the  best  interest  of  the 

United  States.  ,      ,  ..   ,      .      •     i    u 

I  should  note  that  our  first  NAFTA  book  was  cited  extensively  by 
the  Bush  administration  and  was  also  used  quite  extensively  to 
brief  Governor  Clinton  during  the  campaign.  I  commend  it  to  you 
and  your  colleagues  as  you   further   pursue  your  work  on  the 

NAFTA. 

Now,  to  the  business  at  hand.  First  of  all,  we  believe  that  ample 
data  already  exist  to  make  an  informed  judgment  on  the  implica- 
tions of  the  NAFTA  for  the  U.S.  economy.  Nonetheless,  we  share 
the  view  that  data  collection  efforts  can  and  should  be  improved 
for  U.S.  trade  and  investment  with  Mexico,  and  for  the  connection 
between  trade  and  investment  flows  and  U.S.  jobs,  in  order  to  fa- 
cilitate the  ongoing  evaluation  of  the  NAFTA  as  well  as  to  inform 
U  S  labor  adjustment  programs.  Much  of  the  comments  of  the  last 
panel  represent  views  that  Gary  Hufbauer  and  I  would  share. 

Our  prepared  statement  sets  out  six  specific  recommendations.  I 
won't  go  over  them  in  detail.  The  first  two  involve  the  reconcilia- 
tion of  bilateral  trade  and  investment  data,  which  has  been  dis- 
cussed already  this  morning.  I  should  mention  that  the  Comniittee 
should  take  into  account  not  only  goods  but  services  trade,  which  is 
very  important  in  our  bilateral  relationship  with  Mexico  and  our 
overall  trade  relationships  around  the  world.  The  services  trade 
component  is  important  and  should  be  examined;  in  that  regard,  1 


^  The  prepared  statement  of  Messrs.  Schott  and  Hufbauer  appears  on  page  198. 
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commend  to  the  Subcommittee  the  work  on  trade  data  issues  by 
the  U.S.  Coalition  of  Service  Industries  that  has  been  doing  exten- 
sive work  on  this  on  a  global  basis  for  a  number  of  years. 

The  third  and  fourth  recommendations  in  the  testimony  concern 
assessments  of  job  dislocation  by  imports.  Our  fifth  recommenda- 
tion suggests  the  same  procedures  to  be  applied  for  job  creation.  I 
think  these  analyses  require  greater  sophistication  than  work  that 
has  been  done  previously,  and  some  of  the  issues  and  concerns 
have  already  been  raised  in  your  questions  and  in  comments  by 
previous  panelists. 

Our  sixth  recommendation  calls  for  sector-by-sector  comparisons 
of  wage  and  productivity  levels  in  the  three  countries  of  North 
America,  and  domestic  U.S.  review  of  major  wage  settlements  to 
analyze  whether  there  has  been  a  Mexico  effect.  I  think  this  is 
work  that  can  be  usefully  done  in  the  Government,  in  agencies, 
and  by  private  research  institutions. 

The  Subcommittee's  work  on  data  issues  reflects  an  underl5dng 
concern  about  the  adjustment  of  the  manufacturing  sectors  of  the 
U.S.  economy  to  foreign  competition  and  the  problem  of  labor  ad- 
justment. These  are  important  problems.  But  it  is  important  to  em- 
phasize as  well  that  these  are  long-standing  problems  that  pre-date 
the  NAFTA. 

Indeed,  the  NAFTA  is  only  a  very  small  part  of  the  problem.  To 
illustrate,  look  at  the  estimates  of  potential  job  dislocation  that 
could  result  from  the  NAFTA — and  the  estimates  range  from  our 
own  estimates  of  up  to  about  150,000  jobs  over  5  years  to  perhaps 
500,000  jobs  dislocated  over  5  years  in  some  estimates  produced  by 
groups  much  more  critical  of  the  NAFTA — and  compare  that  to  the 
5-year  period  1985  to  1990,  where  9  million  workers  were  displaced 
from  their  jobs  throughout  the  U.S.  economy  for  a  variety  of  rea- 
sons. The  clear  conclusion  is  that  we  have  a  big  labor  adjustment 
problem  in  this  country  that  needs  to  be  dealt  with — and  I  com- 
mend the  current  administration  for  doing  much  more  work  in 
that  regard  to  address  this  problem. 

But  the  NAFTA-related  component  of  that  problem  is  very 
small — from  our  estimates  about  2  percent,  and  even  from  the  most 
extreme  estimates  of  some  other  groups  only  about  6  percent,  of 
the  total  job  dislocation  that  normally  occurs  in  the  U.S.  economy 
over  a  5-year  period. 

U.S.  trade  with  Mexico  has  almost  doubled  in  the  past  few  years, 
and  the  U.S.  trade  balance  with  Mexico  has  gone,  as  was  men- 
tioned earlier,  from  a  deficit  of  about  $2  billion  in  1990  to  a  surplus 
of  about  $5.5  billion  last  year.  On  balance,  we  believe  that  this  net 
export  creation  has  already  created  many  U.S.  jobs.  The  total 
number,  obviously,  is  a  complex  one.  We  feel  that  the  Commerce 
Department  analysis  that  came  up  with  the  20,000  jobs  per  $1  bil- 
lion of  additional  exports  is  a  fair  and  reasonable  estimate  on  an 
aggregate  basis.  I  share  the  views  of  Mr.  Mendelowitz  in  the  previ- 
ous panel  that  one  has  to  regard  this  as  a  way  to  look  at  aggregate 
numbers,  but  it  provides  a  good  ballpark.  We  have  applied  the 
same  type  of  methodology  on  the  import  side  to  get  our  estimates 
of  job  dislocation. 
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I  believe  that  much  more  sophisticated  work  could  be  done  to 
derive  the  import  number,  and  I  suggest  that  in  our  recommenda- 
tions. 

I  should  note  that  Mr.  Kearns  in  the  first  panel  grossly  misrepre- 
sented our  study  from  his  citation  of  the  New  York  Times  article,  I 
would  be  happy  to  present  to  the  Committee  the  arguments  to 
show  why  Mr.  Kearns  is  badly  misinformed  on  this  point  and 
should  be  doing  much  more  extensive  research  than  clipping  news- 
paper articles  and  basing  his  analysis  on  that. 

Senator  McCain.  How  did  he  misrepresent? 

Mr.  ScHOTT.  He  claimed  that  we  argued  that  over  time  there 
would  be  a  long-term  job  loss  resulting  from  a  trade  agreement. 
Any  good  economist  knows  that  over  time  a  trade  agreement  is  not 
going  to  affect  the  level  of  employment  in  the  economy.  The  esti- 
mates that  we  did  that  were  not  included  in  our  final  study,  al- 
though they  were  cited  in  ITC  testimony  given  earlier  and  in  other 
public  speeches,  related  to  the  composition  of  employment  in  the 
U.S.  economy  that  could  occur  under  very  extreme  assumptions 
that  we  made  to  try  to  set  up  the  worst-case  scenario  for  the 
impact  on  low-wage  U.S.  employment  as  a  result  of  long-term 
growth  in  trade  with  Mexico,  skewed  to  trade  in  particularly 
import-sensitive  low-wage  sectors  in  the  U.S.  economy. 

We  found  that  such  extreme  assumptions  did  not  change  the  re- 
sults in  terms  of  the  composition  of  employment  in  the  U.S.  econo- 
my that  we  had  found  over  the  near  to  medium  term  projections 
that  are  included  in  our  book.  So  they  were  deleted  to  avoid  confu- 
sion. Unfortunately,  the  New  York  Times  article  picked  it  up, 
scented  a  scandal  which  didn't  exist,  and  created  more  confusion 
than  they  clarified  by  misunderstanding  the  story. 

My  final  point,  Mr.  Chairman,  is  that  it  is  important  to  empha- 
size that  the  NAFTA  is,  in  large  part,  comprised  of  Mexican  trade 
concessions  to  the  United  States.  Mexico  is  eliminating  their  sub- 
stantial trade  barriers.  Ours  are  much,  much  lower.  They  are  also 
rewriting  their  intellectual  property  and  their  investment  and 
their  antidumping  laws  to  conform  with  U.S.  norms. 

By  contrast,  U.S.  concessions  are  quite  limited,  and  with  a  few 
notable  exceptions,  particularly  in  agriculture,  these  concessions 
should  not  impose  substantial  additional  adjustment  burdens  on 
the  U.S.  economy  beyond  those  that  already  exist.  But  I  emphasize 
that  we  recognize  that  we  have  important  problems  in  this  econo- 
my that  need  to  be  addressed,  and  that  is  why  we  applaud  the  do- 
mestic economic  reforms  that  are  being  pushed  forward,  particular- 
ly with  regard  to  the  budget. 

I  think  we  share  your  concern  that  we  need  to  improve  the  inter- 
national competitiveness  of  the  U.S.  economy,  and  we  share  the 
view  of  the  President  that  the  United  States  needs  to  compete,  not 
retreat.  And  we  hope  that  our  suggestions  in  terms  of  data  im- 
provements will  help  get  a  better  understanding  so  we  can  do  just 
that. 

Thank  you  very  much. 

Senator  Levin.  Thank  you,  Dr.  Schott. 

The  book  that  is  at  issue  here  this  morning  is  something  called 
"U.S.  Exports  to  Mexico"  from  the  Department  of  Commerce 
where  they  only  show  exports.  There  is  no  showing  here  of  imports, 
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and,  therefore,  job  losses  or  dislocations,  whatever  you  want  to  call 
them. 

I  gather  you  would  agree  that  in  order  to  get  a  complete  picture 
you  have  got  to  look  at  both  exports  and  imports. 

Mr.  ScHOTT.  Absolutely. 

Senator  Levin.  Do  you  know  whether  the  Department  of  Com- 
merce has  done  that  relative  to  Mexico? 

Mr.  ScHOTT.  I  know  that  they  have  not  developed  an  analysis  on 
the  relationship  of  U.S.  imports  to  U.S.  employment  as  they  have 
done  on  the  export  side. 

Senator  Levin.  So  we  don't  have  an  assessment  by  the  Depart- 
ment of  Commerce  that  is  necessary  in  order  to  give  us  a  complete 
picture? 

Mr.  ScHOTT.  No.  What  we  have  done  in  our  analysis 

Senator  Levin.  No,  no.  I  am  talking  about  from  the  Department 
of  Commerce. 

Mr.  ScHOTT.  I  don't  believe  they  have  done  a  comparable  study  to 
the  one  that  they  have  there. 

Senator  Levin.  All  right.  So  that  we  don't  have  a  complete  pic- 
ture of  U.S.-Mexican  trade  from  the  Department  of  Commerce. 

Mr.  ScHOTT.  I  would  say  that  study  itself  is  an  incomplete  tale. 

Senator  Levin.  And  yet  State  by  State,  we  get  the  picture  of  ex- 
ports up  to  Mexico,  exports  up  to  Mexico.  Every  State.  And  then 
we  have  got  the  translation  of  that  20,000  jobs  per  $1  billion  of  ex- 
ports and,  lo  and  behold,  every  State  is  magic,  more  jobs.  I  mean, 
this  is  what  the  Governors  are  being  told,  this  is  what  exports  do 
for  you,  and  then  they  are  told  20,000  jobs  per  $1  billion  of  exports. 
Then  it  comes  out  that  way  that  each  State,  with  three  exceptions, 
has  big  job  gains. 

I  am  just  saying  this  is  the  data  we  are  talking  about  this  morn- 
ing. 

Mr.  ScHOTT.  Right. 

Senator  Levin.  This  isn't  directly  a  NAFTA  argument  here  this 
morning.  This  is  about  the  data  that  is  put  out  by  the  Department 
of  Commerce,  and  then  it  says  Michigan — and  each  one  of  us  can 
look  up  our  own  States — exports  to  Mexico  grew  51  percent,  and 
then  in  another  document  they  say  $1  billion  of  export  equals 
20,000  jobs,  and  then  you  get  the  Governors  putting  out  these  kinds 
of  sheets:  what  exports  increased  to  Mexico  mean  in  terms  of  jobs. 
And  that  is,  at  most,  half  the  picture  because  it  doesn't  look  at  im- 
ports. That  is  your  main  point — or  one  of  your  points.  It  is  not  your 
main  point,  but  that  is  one  of  your  points.  It  is  an  important  point. 

There  is  a  second  point,  which  is  that  all  exports  are  not  alike. 
And  it  took  a  lot  of  work,  but  I  think  we  finally  got  the  GAO  and 
the  Census  Bureau  to  concede  that  all  exports  are  not  alike.  And  I 
gave  them  one  example.  I  think  finally  they  both  agreed.  Each  of 
us  from  our  States  can  come  up  with  different  examples  if  this  is 
relevant.  And  since  my  colleagues  weren't  here,  I  will  repeat  it  and 
get  your  reaction  to  it. 

You  have  got  2,000  people  working  in  supplying  parts  for  an 
automobile  assembly  plant.  They  are  the  parts  suppliers,  2,000 
people.  Those  parts  suppliers  are  in  the  United  States.  The  assem- 
bly plant  is  in  the  United  States.  It  hires  1,000  people. 
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The  assembly  plant  closes,  moves  to  Mexico,  and  now  assembles 
those  cars  in  Mexico.  But  the  parts  still  come  from  the  United 
States.  That  is  my  assumption.  That  is  my  h5rpothetical. 

The  exports  now  suddenly  increase  to  Mexico.  The  same  parts 
which  were  assembled  in  the  United  States  into  a  car  with  Ameri- 
can assembly  workers,  is  assembled  now  in  Mexico.  We  are  not 
making  any  more  parts,  but  our  exports  have  gone  up. 

Our  Census  people  and  GAO  finally  conceded  we  didn't  create 
any  jobs  with  those  exports.  As  a  matter  of  fact,  that  transaction 
represented  a  loss  of  1,000  jobs  in  assembly  workers.  We  sure  as 
heck  didn't  create  any  jobs.  Create  any  jobs. 

One  of  the  witnesses  argued  we  may  have  protected  some  jobs 
which  otherwise  may  have  been  lost,  but  we  sure  didn't  create  any 
jobs. 

Now,  do  you,  first  of  all,  agree — and  there  are  two  different  ques- 
tions— that  particular  export  increase  reflected  by  those  parts  now 
going  to  Mexico,  previously  assembled  in  the  United  States,  may 
not  reflect  a  job  increase?  Would  you  agree  with  that? 

Mr.  ScHOTT.  I  think  it  would  be  accurate  to  say  that  you  have 
not  provided  enough  information.  You  have  only  presented  half  the 
story  by  giving  this  hypothetical  example,  because  there  is  more 
than  those  parts  firms  and  that  assembly  firm.  There  is  a  larger 
integrated  North  American  automotive  industry. 

Senator  Levin.  Sure. 

Mr.  ScHOTT.  And  so  one  has  to  see  how  this  feeds  off  into  produc- 
tion in  other  parts  of  the  United  States  of  both  parts  and  assem- 
bled automobiles  to  make  a  determination  whether  this  on  balance 
is  going  to  create  employment  or  lose  employment. 

Senator  Levin.  That  is  why  I  said- 


Mr.  ScHOTT.  But  I  think  you  are  also  correct 

Senator  Levin.  That  is  why  I  said  may  not. 

Mr.  ScHOTT.  Yes.  Your  characterization  would  be  correct,  but  I 
think  it  is  also  important  to  say  that  it  is  very  hard  to  differentiate 
between  trade  that  creates  jobs  and  supports  jobs.  And  it  may  be 
more  accurate  to  use  the  term  "This  trade  is  supporting  employ- 
ment." 

But  it  is  also  important,  I  think,  to  add  another  limitation  on  the 
use  of  this  data  for  more  micro  analysis,  and  this  is  the  point  Mr. 
Mendelowitz  was  making. 

The  aggregate  number  that  the  Commerce  Department  puts  for- 
ward is  just  that:  it  is  an  aggregate  number.  I  think  it  is  a  fairly 
good  one  to  judge  the  overall  effects  on  the  U.S.  economy.  But  it  is 
much  more  difficult  to  take  that  number  and  then  apply  it  on  a 
much  more  disaggregated  basis  by  industry  or  by  State  without 
adding  a  lot  more  information  about  what  is  going  on  in  particular 
sectors.  And  so  we  have  been  very  cautious  in  using  that  type  of 
extrapolation;  we  use  it  only  to  present  aggregate  numbers  for  the 
U.S.  economy. 

Senator  Levin.  To  get  back  to  my  first  question,  you  do  agree 
that  the  increase  in  exports  to  Mexico  represented  by  those  parts 
that  I  described  now  going  to  Mexico  may  not  represent  an  in- 
crease in  jobs? 

Mr.  ScHOTT.  I  think  it  is  unclear.  Of  course,  the  production  of 
the 
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Senator  Levin.  That  is  why  I  said  "may  not,"  I  don't  want  to 
put 

Mr.  ScHOTT.  Yes.  The  production  of  the  good  requires  people  to 
make  that  good,  but  on  balance  what  the  net  effect  will  be  on  U.S. 
employment  is  unclear. 

Senator  Levin.  Did  I  not  state  the  question  clearly?  Because  I 
want  to  state  it  real  clearly  if  I  can,  that  the  increase  in  exports 
reflected  by  those  parts  in  my  hypothetical  now  going  to  Mexico  in- 
stead of  being  used  here  may  not  represent — may  or  may  not  rep- 
resent an  increase  in  jobs? 

Mr.  ScHOTT.  OK.  I  think  that  is  about  as  fine  as  one  can  cut  it, 
yes. 

Senator  Levin.  I  want  to  state  it  fairly. 

Mr.  ScHOTT.  That  sounds 

Senator  Dorgan.  Mr.  Chairman? 

Senator  Levin.  Could  I  just  get  an  answer  to  that?  If  it  is  not  a 
fair  statement,  tell  me.  If  it  is  a  fair  statement,  then 

Mr.  ScHOTT.  I  would  say  for  being  a  very,  very  general  statement 
which  doesn't  explain  very  much,  it  is  a  fair  statement. 

Senator  Levin.  OK.  Now,  Senator  Dorgan? 

Senator  Dorgan.  Mr.  Chairman,  I  used  to  teach  economics  for  a 
couple  of  years,  and  I  understand  the  witness'  reluctance  to 
answer,  given  that  set  of  circumstances.  But  it  is  clear  on  the  face 
of  the  question  that,  given  that  set  of  circumstances,  this  country 
would  have  lost  jobs,  and  the  increased  trade  that  is  reported  be- 
tween this  country  and  Mexico  would  represent  not  a  gain,  but  a 
loss  for  this  country.  And  although  the  witness  says,  well,  we  have 
to  look  at  more  than  that,  the  fact  remains  that  if  you  describe  this 
circumstance  as  only  that,  the  answer  is  clear. 

If  the  only  thing  that  is  changed  in  the  entire  construction  of 
how  you  manufacture  and  assemble  that  particular  part  of  an  auto- 
mobile, and  the  assembly  is  moved  from  the  U.S.  to  Mexico,  then 
the  chairman's  question  was  pretty  easy.  The  chairman's  question 
is:  Have  we  actually  gained  from  increased  trade  in  Mexico?  The 
answer  is  no,  of  course  not. 

Senator  Levin.  I  am  glad  it  is  easy  to  you.  I  have  got  to  tell  you, 
it  took  me  about  half  an  hour  with  the  last  two  witnesses  to  get 
them  to  agree  the  answer  is  yes.  But  I  think  this  witness  only  took 
about  5  minutes. 

Mr.  ScHOTT.  Well,  I  had  the  benefit  of  the  previous  discussion. 
[Laughter.] 

But  I  wouldn't  follow  that  analogy  because  of  the  integration  of 
the  auto  industry  in  North  America,  and  one  cannot  say  that  the 
closing  down  of  one  parts  plant  doesn't  mean  that  increased  pro- 
duction will  not  be  made  at  another,  or  that 

Senator  Levin.  I  didn't  say  parts  plant. 

Mr.  ScHOTT.  I  am  sorry,  or  assembly  plant.  The  same  argument 
would  follow. 

Senator  Levin.  OK.  I  gun  almost  done  with  this  witness.  Then  I 
am  going  to  turn  it  over  to  Senator  McCain  and  then  back  to  Sena- 
tor Dorgan. 

The  sheet  that  was  in  dispute  in  the  New  York  Times,  I  am  not 
going  to  ask  you  about  that  part,  about  the  part  that  you  left  out  of 
your  final  study.  I  am,  though,  going  to  ask  you  about  the  break- 
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down  of  that.  Have  you  done  a  State-by-State  breakdown  so  that 
we  can  see  which  States  gain  under  your  chart  and  which 

Mr.  ScHOTT.  No,  sir;  we  have  not. 

Senator  Levin.  Why  haven't  you? 

Mr.  ScHOTT.  Well,  I  think  part  of  the  reason,  the  more  disaggre- 
gated you  go  down  the  line,  the  more  uncomfortable  we  are  with 
just  using  a  single  extrapolation.  And  we  feel  that  then  you  need 
much  more  extensive  modeling  of  the  particular  situations  under 
which  the  trade  is  being  conducted. 

There  are  other  people  who  are  doing  that  extensive  modeling.  It 
takes  a  great  deal  of  time  and  effort.  The  models  that  have  been 
done,  most  of  the  models  that  have  been  done  in  that  regard  have 
shown  very  puny  effects,  and  we  felt  it  was  not  our  comparative 
advantage  to  spend  that  much  time  and  effort  when  there  are 
other  things  we  could  be  doing  better. 

Senator  Levin.  Spoken  like  a  true  economist.  You  talk  about 
comparative  advantage. 

Senator  McCain? 

Senator  McCain.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  would  like  to  mention  that  everybody  is  entitled 
to  their  opinions.  Not  everybody  is  entitled  to  their  facts.  And  I 
would  like  to  ask  inclusion  in  the  record  of  a  letter  from  the  Pills- 
bury  people  who  state  that  Mr.  Harry  Browne  from  the  Interhe- 
mispheric  Education  Resource  Center  appeared  before  this  Com- 
mittee. Mr.  Browne  submitted  to  the  Subcommittee  an  article 
which  contained  the  claim  that  Green  Giant  has  transferred  more 
than  1,000  jobs  from  a  plant  in  California  to  a  plant  in  Mexico. 
Pillsbury  officials  say  that  statement  is  patently  false.  I  would  like 
to  have  that  entered  into  the  record. 

Senator  Levin.  That  will  be  made  part  of  the  record.^ 

Senator  McCain.  Thank  you,  Mr.  Chairman. 

Senator  Levin.  I  was  just  trying  to  get  the  source  of  where  that 
cls^im  was  made.  Apparently  it  was  at  a  previous  hearing.  I  missed 
that  part. 

Senator  McCain.  A  previous  hearing. 

Dr.  Schott,  let's  go  back  to  some  of  the  fundamentals.  You  think 
that  the  free  trade  agreement  is  good  for  the  United  States  and 
Mexico? 

Mr.  Schott.  I  think  overall,  yes. 

Senator  McCain.  Overall  you  think  it  is  good  for  the  United 
States  and  Mexico.  Isn't  it  true  that  there  are  some  Japanese  car 
plants  where  Japanese  cars  are  assembled,  I  believe  in  Tennessee  a 
very  large  plant? 

Mr.  Schott.  There  are  Japanese  transplants  in  the  United  States 
and  in  Canada  and  Mexico  as  well. 

Senator  McCain.  And  the  Germans,  I  believe,  just  made  an  an- 
nouncement that  they  are  going  to — I  believe  BMW  is  going  to 
have  a  very  large  assembly  plant  in  the  United  States. 

Mr.  Schott.  In  South  Carolina,  I  believe. 

Senator  McCain.  Is  it  bad  for  Germany  and  Japan  to  do  that? 


>  See  page  283. 
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Mr.  ScHOTT.  There  has  been  £in  extensive  debate  over  several 
decades  about  the  value  of  foreign  direct  investment,  and  overall  I 
think  the  consensus  view  of  the  economics  profession  has  been  that 
it  can  be  very  beneficial  to  the  U.S.  economy. 

Senator  McCain.  I  see.  So  there  are  more  factors  than  low  wages 
that  dictate  the  movement  of  a  company  or  a  plant  to  a  different 
country,  obviously,  or  BMW  would  be  moving  to  Mexico  or  even 
Haiti  because  that  is  where  the  lowest  wages  are  in  this  hemi- 
sphere if  that  were  the  criteria.  Is  that  an  accurate  statement? 

Mr.  ScHOTT.  I  think  the  most  important  factor  in  determining 
where  you  invest  is  the  overall  investment  climate,  which  is  deter- 
mined in  large  part  by  macroeconomic  policies.  And  in  that  regard, 
I  am  pleased  that  we  are  undertaking  here  a  serious  effort  at 
budget  reform,  which  I  think  will  improve  the  investment  climate 
in  the  United  States. 

Senator  McCain.  Isn't  it  true  that  over  the  last  several  years  the 
difference  in  our  trade  between  the  United  States  and  Mexico  has 
gone  from  minus  $2  billion  to  plus  $25  billion?  Is  that  a  roughly 
accurate 

Mr.  ScHOTT.  The  balance? 

Senator  McCain.  Yes. 

Mr.  ScHOTT.  The  balance  has  gone  in  the  last  few  years  from 
minus  $2  billion  to  $5.5  billion  surplus  in  1992. 

Senator  McCain.  $5.5  billion.  Now 

Mr.  ScHOTT.  Bilateral  trade  surplus. 

Senator  McCain.  Pardon  me? 

Mr.  ScHOTT.  It  is  the  bilateral  merchandise  trade  surplus. 

Senator  McCain.  Yes.  Now,  even  though  some  of  that  may  be 
suspect,  could  possibly  all  of  that  $5.5  billion  be  some  kind  of  shell 
game  with  parts? 

Mr.  ScHOTT.  No.  The  automotive  sector  accounts  for  a  substantial 
part  of  our  bilateral  trade,  but  not  the  majority  of  it.  Our  trade  in 
capital  goods  and  consumer  goods  has  increased  quite  dramatically. 
Back  in  1986,  we  sold  only  about  $12  billion  worth  of  goods  to 
Mexico,  and  last  year  about  $41  billion — a  dramatic  increase,  but, 
of  course,  imports  have  also  increased.  The  increase  in  trade  has 
occurred  without  a  trade  agreement,  and  primarily  because  growth 
prospects  have  improved  in  Mexico  and  they  have  become  a  better 
market  for  our  exporters. 

Senator  McCain.  Do  you  remember,  Dr.  Schott,  in  the  days  of 
President  Lopez  Portillo  when  the  peso  was  devalued  by  100  per- 
cent, I  believe  twice,  and  the  business  and  trade  between  the 
United  States  and  Mexico  basically  collapsed  and  there  was  a  $30, 
$40  billion,  if  I  remember  right,  capital  flight  out  of  Mexico?  Do 
you  remember  those  days? 

Mr.  Schott.  I  was  just  at  the  tail  end  of  my  career  at  the  U.S. 
Treasury,  yes. 

Senator  McCain.  So  you  do  remember  those  days.  I  remember 
them  with  some  clarity  because  I  remember  businesses  being  shut 
down  all  across  the  border  from  San  Diego  to  Texas  because  of  just 
the  closure,  the  failure  of  the  incredible  policies  of  the  Mexican 
Government. 
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It  may  be  out  of  your  area  of  expertise,  and  you  may  not  want  to 
comment,  but  do  you  know  what  the  consequences  would  be  as  far 
as  Mexico  is  concerned  if  we  turned  down  this  trade  agreement? 

Mr.  ScHOTT.  This  has  to  be  in  the  area  of  speculation,  but  at  least 
informed  speculation  of  someone  who  has  studied  these  issues  now 
for  several  years  and  has  talked  extensively  to  businessmen  on 
both  sides  of  the  border.  I  believe  it  would  cause  a  shock  in  the  cap- 
ital markets.  The  Mexican  peso  is  already  overvalued,  and  I  think 
it  could  lead  to  a  sharp  contraction  in  the  capital  inflows  into 
Mexico,  lead  them  to  sharply  constrain  the  growth  in  their  trade, 
and,  indeed,  overall  I  think  we  would  have,  if  not  a  repeat  of  the 
sharp  drops  from  10  years  ago,  at  least  part  of  that  problem. 

Of  course,  that  drop  in  U.S.  export  orders  would  affect  many 
companies  around  the  country  and  would  result  in  lost  sales  and, 
to  some  extent,  lost  employment. 

Senator  McCain.  And  I  would  not  expect  you  to  comment,  but  it 
will  also  mean  a  dramatic  increase  of  illegal  immigration  because 
of  the  drop  in  the  Mexican  economy,  which  is  a  natural  conse- 
quence of  President  Salinas  being  basically  discredited.  But  per- 
haps I  stray  from  the  subject. 

But,  in  your  words,  we  should  compete,  not  retreat.  Were  those 
your  words? 

Mr.  ScHOTT.  Well,  I  think  the  President  said  that  first.  I  was  just 
echoing  it  and  supporting  that. 

Senator  McCain.  But  you  support  that  view,  we  should  compete 
and  not  retreat? 

Mr.  ScHOTT.  Yes. 

Senator  McCain.  Thank  you  very  much,  Mr.  Chairman. 

Senator  Levin.  Thank  you.  Senator  Dorgan? 

Senator  Dorgan.  Mr.  Chairman,  thank  you  very  much. 

Dr.  Schott,  nice  to  visit  with  you  and  thank  you  for  your  testimo- 
ny. Have  you  ever  either  raised  beans  or  learned  to  speak  Spanish? 

Mr.  Schott.  I  have  failed  miserably  in  both. 

Senator  Dorgan.  Both.  The  reason  I  ask  you  the  question  about 
beans  and  Spanish  is  that  I  have  interests  in  the  U.S.-Mexico  free 
trade  agreement  from  a  number  of  standpoints — especially  agricul- 
ture— but  a  much  broader  interest  that  includes  some  of  the  inter- 
ests that  the  chairman  has.  But  let  me  speak  for  a  moment  about 
those  of  us  from  agricultural  states  so  that  you  can  understand  our 
concerns. 

We  have  a  lot  of  bean  growers  in  North  Dakota.  They  raise  dry 
edible  beans,  and  we  sell  a  fair  amount  of  those  beans  to  Mexico. 
So  when  the  free  trade  agreement  was  developed,  I  flipped  open 
the  tariff  schedule  to  Annex  302.2  to  find  out  what  happens  to 
beans. 

What  I  discovered  was  that  the  tariff  schedule  in  the  agreement 
is  printed  only  in  Spanish.  It  is  not  printed  in  English,  it  is  printed 
in  Spanish. 

Now,  I  took  only  a  semester  of  Spanish,  so  I  was  unable  to  inter- 
pret the  tariff  schedule.  But  it  was  probably  just  as  well. 

The  history  is  that  the  5-year  average  of  shipping  beans  from  the 
U.S.  to  Mexico  was  62,200  metric  tons  a  year,  most  of  which  came 
from  North  Dakota. 
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Here  is  what  the  Spanish  version,  when  interpreted,  of  this 
agreement  says.  It  says  there  will  be  a  tariff  quota  of  50,000  metric 
tons.  Now,  remember,  the  5-year  average  already  was  62,000  metric 
tons.  But,  under  NAFTA  there  would  be  a  tariff-free  quota  of  only 
50,000  metric  tons  for  1994,  and  then  a  tariff  of  139  percent  on  the 
sales  from  over  50,000  metric  tons.  And  by  the  year  2000,  the  ad 
valorem  tariff,  while  it  is  being  phased  out,  would  be  93  percent, 
and  we  would  be  allowed  to  move  61,000  metric  tons  of  beans  into 
Mexico.  That  is  by  the  year  2000,  £uid  the  amount  is  still  below  our 
5-year  average. 

Now,  if  you  are  not  an  economist  but  instead  a  bean  grower,  you 
think  you  wouldn't  wonder  if  people  who  negotiated  this  hadn't  left 
their  head  at  home  someplace?  And  we  can  do  this  through  the  eye 
of  a  potato,  if  you  wish,  a  french  fried  potato  traveling  to  Mexico  or 
a  french  fried  potato  traveling  back,  you  will  see  the  same  circum- 
stance. We  can  do  this  through  a  whole  series  of  commodities. 

Somehow  our  negotiators  left  their  USA  jersey  at  home  when 
they  went  to  negotiate,  at  least  from  the  standpoint  of  agriculture. 

Now,  I  just  wanted  to  tell  you  that  so  that  you  understand  some 
of  the  fervor  of  those  of  us  who  think  this  country  got  taken,  at 
least  in  some  areas  of  this  agreement. 

The  chairman  has  laised  points  well  beyond 

Mr.  ScHOTT.  Would  you  like  me  to  comment  on  that  very  briefly? 

Senator  Dorgan.  I  will,  but  let  me  just  make  another  point  and 
then  I  will  be  glad  to  have  you  comment. 

The  chairman  has  gone  beyond  that  and  raised  the  question  of 
jobs.  I,  too,  am  interested  in  the  jobs  issues.  You  talked  about  a 
trade — you  said  any  economist  worth  their  salt  knows  that  trade 
agreements  don't  affect  the  level  of  emplojrment.  I  didn't  quite  un- 
derstand that  comment. 

Mr.  ScHOTT.  Over  time. 

Senator  Dorgan.  Clearly  trade  agreements  over  time  can  and 
will  affect  the  level  of  employment  if  the  trade  agreement  is  gener- 
ally concessionary  to  others  in  terms  of  the  movement  of  jobs.  We 
have  had  testimony  before  a  subcommittee  of  this  type  in  which 
someone  who  was  helping  establish  plants  in  Mexico  said  one  of 
the  impediments  to  establishing  more  plants  in  Mexico  from  the 
U.S.  was  the  tariff.  And  if  we  reduce  the  tariff,  clearly  there  is 
more  incentive  to  relocate  where  labor  costs  are  lower.  I  am  not 
suggesting  that  is  the  only  factor  in  where  you  move  manufactur- 
ing jobs,  but  that  is  a  significant  factor. 

So  I  wanted  to  make  that  point.  I  would  be  happy  to  hear  your 
comment  about  the  agricultural  sector  of  the  free  trade  agreement. 

Mr.  ScHOTT.  Well,  sir,  I  was  a  trade  negotiator  for  the  United 
States  back  in  the  Tokyo  Round  of  GATT  negotiations,  so  I  under- 
stand some  of  the  problems  and  I  understand  your  concerns. 

Having  not  been  at  the  negotiating  table  in  this  negotiation,  your 
criticism  seems  valid.  I  think  part  of  the  problem  with  both  U.S. 
exports  of  corn  and  beans  was  that  we  were  facing  reciprocal  de- 
mands from  Mexico  that  we  make  concessions  in  our  fruits  and 
vegetables  sector.  And  our  fruits  and  vegetable  producers  wanted 
very  extensive  protection  over  a  long  period  of  time,  and  I  think 
there  occurred  the  opportunity  for  a  tradeoff  between  these  highly 
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sensitive  sectors,  both  on  the  export  and  import  side  for  the  United 
States.  That  is  where  the  reciprocity  kicked  in. 

Now,  I  am  not  saying  that  we  shouldn't  have  gotten  a  better  deal 
or  not,  but  that  is  my  understanding  of  where  the  domestic  politi- 
cal pressures  lay,  and  your  concerns  are  being  matched  by  others, 
by  those  of  your  colleagues. 

Senator  Dorgan.  The  same  experience  occurred  with  respect  to 
the  Canadian  Free  Trade  Agreement,  except  it  wasn't  a  tradeoff 
with  fruits  and  vegetables. 

Mr.  ScHOTT.  It  was  wheat. 

Senator  Dorgan.  It  was  a  tradeoff  with  investment  bankers  and 
others.  We  still  lost  in  the  agriculture  sector. 

Let  me  go  back  to  this  issue  of  jobs  a  bit  because  I  think  it  is 
very  important. 

The  purpose  here,  as  I  understand  it,  is  to  grow  Mexico,  which 
then  will  represent  a  much  greater  market  for  American  goods.  My 
understanding  of  the  theory  is  that  if  we  grow  Mexico  by  substan- 
tial investments  and  certain  trade  agreements,  Mexico  will  become 
a  sponge  for  American  goods. 

Growing  Mexico  with  new  investment  will  require  what  percent 
of  that  investment  to  come  from  the  United  States,  in  your  judg- 
ment? 

Mr.  ScHOTT.  A  very,  very  small  percentage  of  total  investment  of 
U.S.  firms;  maybe  5  percent. 

Senator  Dorgan.  But  is  it  not  true  that  about  60  percent  of  cur- 
rent new  investment  in  Mexico  comes  from  this  country? 

Mr.  ScHOTT.  Of  foreign  direct  investment,  that  is  correct. 

Senator  Dorgan.  Is  that  correct?  Would  one  expect,  if  the  pur- 
pose here  is  to  grow  Mexico  and,  therefore,  the  U.S.  is  required  to 
invest  in  Mexico  in  order  to  grow  Mexico,  that  that  ratio  would  be 
about  the  same,  that  new  money  needed  to  be  invested  in  Mexico 
in  order  to  grow  Mexico  would  come  from  this  country,  maybe  to 
the  tune  of  about  60  percent? 

Mr.  ScHOTT.  I  think  perhaps  in  the  short  term,  but  one  is  already 
seeing  substantial  interest  in  Europe  and  in  Asia  in  the  new  invest- 
ment prospects  in  Mexico  because  they  have  actually  unilaterally 
turned  their  economy  inside  out.  And  that  is  what  is  driving  a  lot 
of  the  new  investment  in  Mexico  by  U.S.  companies  and  by  foreign 
companies. 

Senator  Dorgan.  The  reason  I  ask  the  question  is  that  we  are 
discussing  now  an  economic  difficulty  in  this  country,  one  part  of 
which  is  an  investment  deficit  right  here.  And  if  we  are  growing 
Mexico  with  largely  U.S.  investment  at  a  time  when  we  have  an 
investment  deficit  right  here,  I  wonder  if  maybe  our  first  obligation 
isn't  to  grow  America  and  then  worry  about  growing  Mexico  when 
we  have  got  this  pretty  well  in  hand. 

Mr.  ScHOTT.  I  think  the  priority  is  right.  But  you  are  not  making 
that  investment;  it  is  private  companies  that  are  making  that  in- 
vestment. And  I  think  many  of  the  domestic  budget  reforms,  par- 
ticularly cutting  the  budget  deficit  to  ease  some  of  the  pressure  on 
long-term  interest  rates — and  there  has  been  some  progress  to  that 
extent  already  in  the  past  few  months — I  think  is  helping  encour- 
age more  investment  in  the  United  States.  I  certainly  would  en- 
courage that. 
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What  Mexico  has  been  doing  is  tiying  to  make  their  own  econo- 
my more  attractive  for  investors,  Mexican  investors  and  foreign  in- 
vestors. But  there  is  no  reason  in  the  world  why  we  shouldn't  be 
tr)dng  to  outcompete  with  them  in  terms  of  making  our  economy  a 
more  attractive  place  for  investors  from  all  countries. 

Senator  Dorgan.  You  are  absolutely  correct  that  investment  is 
made  by  private  companies.  I  understand  that.  But  the  point  I  was 
trying  to  make  earlier  is  if  you  remove  tariffs  in  order  to  remove 
what  some  of  us  think  would  represent  the  ability  to  describe  a  dif- 
ferential between  the  wage  rates  and  so  on,  then  you  make  it 
easier  to  move  production  that  previously  existed  in  this  country  to 
a  low-wage  country. 

Let  me  ask  you  a  broader  question  about  the  private  companies 
that  aren't  saying  the  Pledge  of  Allegiance  or  saluting  a  flag,  but 
that  are  just  interested  in  international  profits.  The  companies  are 
circling  the  globe  in  their  corporate  jets  looking  for  the  lowest  con- 
ceivable sweat-wage  country  in  the  world  where  they  can  produce 
tennis  shoes  for  40  cents  an  hour,  and  the're  going  to  circle  the 
globe  until  they  find  out  where  they  can  do  that. 

If  you  do  that  with  virtually  all  manufacturing — and  I  know 
there  are  a  lot  of  other  considerations  here,  but  wages  are  an  enor- 
mously important  consideration — ^where  do  you  develop  the  income 
stream  that  used  to  be  developed  from  production.  That  is,  where 
do  you  get  the  wages  of  production  with  which  to  purchase  the 
goods  that  are  produced?  I  am  wondering  whether  we  are  not 
seeing  in  every  industrial  country  in  this  world,  including  the  U.S., 
so-called  recoveries  without  jobs  because  we  have  decided  we  are 
going  to  produce  in  areas  with  bargain-basement  wage  rates.  That 
leaves  consumers  in  industrial  countries  with  minimum-wage  jobs 
or  with  no  jobs,  and  the  consumers  then  don't  possess  the  income 
stream  with  which  to  make  those  purchases. 

Can  you  maybe  comment  on  that?  The  reason  I  raise  that  is  I 
think  this  is  part  and  parcel  of  one  of  the  difficulties  we  are  going 
to  have  with  the  Mexican  free  trade  agreement. 

Mr.  ScHOTT.  I  think  you  are  absolutely  right.  There  is  a  very 
strong  concern  about  a  "jobless  recovery."  This  is  a  problem  that 
has  been  developing  over  the  years,  over  decades,  and,  therefore, 
requires  long-term  solutions.  But  there  is  a  lot  more  than  wages 
that  go  into  the  investment  decision;  even  in  the  Hermosillo  auto 
plant  that  the  chairman  mentioned  earlier  this  morning,  I  under- 
stand total  wage  costs  are  about  $4  an  hour  compared  to  $34  in 
Wa5me  for  making  the  same  product,  which  provides  a  huge  advan- 
tage for  the  Mexican  producer  in  terms  of  labor  costs,  which  in 
turn  is  more  than  offset  by  the  trgmsportation  costs.  So  you  have  to 
factor  in  where  the  market  is.  If  we  have  a  strong  U.S.  economy, 
the  market  is  going  to  continue  to  be  here,  and  that  is  going  to  be 
the  focus.  And  in  many  industries,  it  is  going  to  make  sense  to 
produce  in  the  United  States  to  serve  the  U.S.  market. 

Now,  as  far  as  the  NAFTA  and  cutting  tariffs,  we  have  essential- 
ly had  very  few  barriers,  effective  barriers,  to  Mexican  trade  right 
now,  with  the  notable  exception  of  many  agricultural  products.  So 
the  additional  change  from  the  NAFTA  in  terms  of  reducing  trade 
barriers  is  almost  entirely  on  the  Mexican  side. 
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Even  in  highly  protected  sectors  such  as  textiles  and  apparel,  be- 
cause of  the  9802  program  and  GSP,  the  average  U.S.  tariff  on 
Mexican  shipments  of  textiles  and  apparel  to  the  United  States  is 
about  6  percent,  much  lower  than  our  most-favored-nation  rate. 

So  the  NAFTA  itself  is  not  going  to  change  the  status  quo  very 
much,  with  the  notable  exception  of  gigriculture,  in  most  respects 
for  imports  or  access  to  the  U.S.  market.  The  big  change  is  we  are 
going  to  be  able  to  access  Mexico  much  more  easily. 

Senator  Dorgan.  Well,  we  have  a  vote,  and  I  will  defer  to  the 
chairman.  I  appreciate  your  answers.  I  think  that  the  chairman  is 
raising  some  very  important  points  about  jobs,  and  many  of  us  are 
very  concerned  about  this.  One  of  the  things  we  are  concerned 
about  is  this  good-news,  feel-good  stuff  that  comes  from  people  that 
say  here  are  all  the  good  things  that  are  going  to  happen.  They 
never  show  us  the  liability  side  of  it.  And  we  need  some  balance  in 
analysis  here  of  what  do  we  gain  and  what  do  we  lose.  What  do  we 
honestly  lose?  Everybody  says  the  pie-in-the-sky  gain.  Well,  you 
know,  what  are  we  going  to  lose  and  what  are  the  risks?  And  I 
think  that  is  what  the  chairman  is  trying  to  answer  with  these 
kinds  of  hearings. 

Mr.  ScHOTT.  Sir,  I  think  you  are  absolutely  right,  and  that  is  why 
I  was  so  appreciative  to  be  able  to  participate  in  this  hearing.  I 
think  it  is  important  to  raise  these  concerns,  to  have  much  more 
data  and  analysis  that  balances  the  story,  and  we  have  hoped  that 
in  our  small  way  we  have  provided  some  of  that  in  our  studies,  but 
certainly  not  all  of  it. 

Senator  Levin.  Two  quick  comments,  and  we  have  got  real  sched- 
uling problems.  One  is  that  this  book  put  out  by  the  Department  of 
Commerce,  "U.S.  Exports  to  Mexico,"  by  everybody's  view  is  one- 
half  the  picture,  and  it  is  the  only  half  they  put  out.  I  am  going  to 
be  asking  the  Department  of  Commerce  to  stop  the  further  distri- 
bution of  this  book  because  it  creates  a  totally  distorted  picture.  It 
also  contains  distortions  even  within  the  export  side  because  it  in- 
cludes as  exports  material  going  to  the  maquiladoras  which  are  dif- 
ferent from  other  exports — since  it  comes  right  back,  we  are  trad- 
ing with  ourselves — and  a  number  of  other  distortions.  But  I  am 
going  to  be  calling  on  them  to  withhold  further  distribution  of  this 
book. 

You  raised  beans.  Senator  Dorgan,  which  is  of  great  interest  to 
Michigan,  too,  by  the  way,  because  we  are  number  one  in  certain 
types  of  beans,  interestingly  enough — black  beans,  navy  beans.  I 
really  appreciate  your  digging  into  that  Spanish/English  problem, 
because  it  has  been  represented  to  us  that  beans  are  winners. 

Senator  Dorgan.  That  is  total  baloney. 

Senator  Levin.  And  I  think  you 

Senator  Dorgan.  Well,  it  is  total  beans,  actually.  [Laughter.] 

Senator  Levin.  It  is  bean  sauce,  that  is  right.  And  they  are  full 
of  beans,  right. 

But  we  have  been  told  our  sugar — and  we  are  big  in  sugar.  We 
have  got  sugar  beets.  But  we  have  been  told — our  bean  growers 
have  been  told  that  they  are  big  winners,  and  your  analysis  of  the 
bean  deal  is  a  very  useful  part,  just  on  the  ag  sector.  And  even 
those  of  us  who  come  from  "manufacturing"  States  that  have  huge 
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agricultural  sectors  are  most  appreciative  of  the  work  that  you  are 
doing  on  all  of  the  NAFTA. 

Senator  Dorgan.  So  those  few  detractors  I  have,  you  will  tell 
them  I  have  contributed  to  the  U.S.  Senate  here? 

Senator  Levin.  I  will.  Thank  you. 

Thank  you,  Dr.  Schott. 

Mr.  Schott.  Thank  you  very  much. 

Senator  Levin.  We  appreciate  your  testimony. 

Now  we  have  a  fourth  panel,  which  is  an  important  panel,  and 
we  also  have  to  vote.  The  question  is  what  we  do. 

Let  me  ask  Mr.  Goff,  first  of  all,  Mr.  Goff,  you  have  come  all  the 
way  from  California,  so  we  are  going  to  hear  from  you  one  way  or 
another. 

Mr.  Plewes — am  I  pronouncing  that  right? 

Mr.  Plewes.  Right. 

Senator  Levin.  I  know  you  have  gained  a  lot  just  from  sitting 
here  this  morning,  and  you  are  grateful  for  that  opportunity, 
whether  you  have  a  chance  to  testify  or  not,  right? 

Mr.  Plewes.  Right. 

Senator  Levin.  Probably  what  we  ought  to  do  is  hear  from  Mr. 
Goff  and  include  your  testimony  without  hearing  from  you.  That  is 
one  alternative  because  we  have  got  to  hear  from  Mr.  Goff.  The 
other  alternative  is  for  me  to  try  to  get  back  in  about  15  minutes 
and  pick  up  on  the  fourth  panel. 

Now,  those  are  our  two  alternatives,  and  I  think  I  should  hear 
from  you  because  you  were  called  as  a  witness,  you  have  been  wait- 
ing here  patiently  all  morning. 

TESTIMONY  OF  THOMAS  J.  PLEWES,  ^  ASSOCIATE  COMMISSION- 
ER, OFFICE  OF  EMPLOYMENT  AND  UNEMPLOYMENT  STATIS- 
TICS, BUREAU  OF  LABOR  STATISTICS,  U.S.  DEPARTMENT  OF 
LABOR 

Mr.  Plewes.  Sir,  whatever  your  convenience.  My  testimony 
stands  for  itself.  I  could  elaborate  during  the  discussion  period,  but 
whatever  we  do  is  fine. 

Senator  Levin.  If  we  don't  call  on  you  at  all,  in  other  words,  if 
we  just  rely  on  your  written  testimony,  then  we  would  just  call 
upon  Mr.  Goff,  ask  him  some  questions,  and  then  adjourn. 

Mr.  Plewes.  That  is  fine,  sir. 

Senator  Levin.  And  I  would  apologize  for  that.  OK.  You  are  very 
nice  to  do  that,  but  since  you  are  a  Government  employee,  we  can 
take  little  greater  liberties.  We  have  already  taken  liberties  with 
your  cola's.  Now  we  will  take  it  with  your  time. 

Mr.  Goff,  come  on  up.  You  are  going  to  be  here  on  your  own,  and 
Mr.  Plewes  is  going  to  sit  there  and  watch  and  soak  it  all  in.  Thank 
you. 

Mr.  Goff,  we  don't  have  a  lot  of  time,  but  we  are  going  to  squeeze 
it  in,  and  then  run.  Can  you  boil  down  your  testimony  to  5  min- 
utes, leaving  me  about  5  minutes  for  questions?  And  your  entire 
testimony  is  there.  This  has  been  a  very  useful  hearing,  and  your 


*  The  prepared  statement  of  Mr.  Plewes  appears  on  page  211. 
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testimony  is  extremely  useful,  by  the  way,  as  is  Mr,  Plewes'  testi- « 
mony.  I 

TESTIMONY  OF  FRED  GOFF,i  DIRECTOR,  THE  DATA  CENTER,      ; 

OAKLAND,  CA  | 

Mr.  GoFF.  I  think  I  will  just  try  to  make  three  points.  One  is  I 
think  that  the  information  on  plant  closures  and  mass  layoffs,  from 
the  kinds  of  reports  you  have  received  from  the  Congressional  Re- 
search Service  and  others,  indicates  that  that  data  is  not  available. 

In  my  way  of  thinking,  the  second  point,  this  data  is  important 
not  only  for  NAFTA  deliberations  but  also  for  all  kinds  of  other 
questions  that  have  come  up:  the  movement  of  apparel  jobs  to  Cen- 
tral America  or  electronics  jobs  to  Malaysia  or  the  movement  of 
jobs  out  of  California  to  other  States  or  the  movement  of  jobs  out  of 
my  own  home  city  of  Oakland  to  other  locations. 

The  main  point  I  want  to  make  is  that  I  think  that  one  of  the 
keys  to  really  making  the  data  relevant  is  to  gather  it  on  an  indi- 
vidual company  basis  and  to  eliminate  the  pledge  of  confidentiality. 
I  just  don't  see  any  reason  for  that  pledge  to  be  in  there  or  for  that 
restriction  to  be  in  there.  And  if  you  lifted  that,  I  think  the  Bureau 
of  Labor  Statistics  could  produce  some  very  relevant  data.  I  think 
they  have  the  means  to  do  it,  and,  in  fact,  are  sitting  on  a  lot  of  the 
data  that  could  be  very  informative,  not  only  to  this  discussion  but 
other  discussions  that  I  think  happen  all  the  time  within  Congress, 

If  the  EPA  can  gather  individual  company  data  and  make  it 
public,  why  can't  the  BLS  gather  individual  company  data  and 
make  it  public? 

You,  at  the  beginning  of  this  hearing,  said  that  you  were  inter- 
ested in  grass-roots  movements,  really  bringing  pressure  to  bear  on 
this.  If  there  is  no  data  that  identifies  individual  companies  and  in- 
dividual cases  and  how  that  affects  individual  people's  lives,  it  is 
very  difficult  to  organize  the  grass-roots  movement  and  to  bring  to- 
gether people  who  are  affected  by  these  plant  closures  and  the  loss 
of  jobs.  And  to  my  way  of  thinking,  the  loss  of  a  plant  in  a  commu- 
nity or  mass  layoffs  in  a  community  has  just  as  much  of  a  toxic 
impact  on  that  community  as  does  a  Superfund  dump  or  some 
other  form  of  data  that  is  tracked  by  the  EPA. 

That  is  the  main  point  that  I  wanted  to  make. 

Senator  Levin,  One  of  the  things  that  we  would  like  to  do  is  to 
see  if  the  Bureau  of  Labor  Statistics  would  be  willing  to  respond  to 
your  suggestions  to  the  use  of  their  data. 

Why  don't  you  come  up  here  just  for  a  minute,  Mr,  Plewes?  I 
didn't  think  I  was  going  to  do  that  to  you,  but  I  will,  indeed. 

There  have  been  some  specific  suggestions  here  as  to  how  your 
data  can  be  made  more  useful,  I  think  you  already,  by  the  way, 
have  worked  on  making  your  data  more  useful.  But  there  are  some 
specific  suggestions  in  Mr.  GofTs  testimony  about  BLS  making 
greater  use  of  its  own  information  and  giving  us  information  in 
more  usable  forms. 

Are  you  able  to  respond  to  those  suggestions?  Have  you  read  his 
testimony? 


The  prepared  statement  of  Mr.  Goff  appears  on  page  206. 
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Mr.  Plewes.  I  read  it  very  quickly. 

Senator  Levin.  And  you  heard  what  he  said  here  this  morning. 

Mr.  Plewes.  Yes.  First  of  all,  the  point  has  to  be  made  that  BLS 
does  not  have  a  data  collection  program  right  now.  We  had  a  data 
collection  program  up  to  November  1992.  So  anything  we  can  talk 
about  is  how  we  ran  the  program  before  November  1992  or  how  we 
will  run  it  if  the  program  is  reinstated  in  the  future. 

We  believe  that  in  the  BLS  statistics,  collecting  some  of  the  in- 
formation such  as  "reasons  for  going  overseas"  or  "the  kind  of 
business  line  you  are  really  in"  is  a  confidential  business  factor. 
We  believe  that  the  data  we  collect  is  better  because  of  confiden- 
tiality, although  we  are  certainly  willing  to  look  at  whether  or  not 
the  data  can  be  made  more  useful. 

We  also  found,  in  studying  our  databeise  versus  other  databases, 
that  our  database  is  much  more  complete  than  most  other  data- 
bases. We  think  one  of  the  reasons  is  because  of  the  availability  of 
data  that  is  collected  under  a  pledge  of  confidentiality. 

We  are  willing  to  work  with  the  Committee  and  with  outside 
groups  such  as  Mr.  Goff s  in  redesigning  a  program  that  will  meet 
the  new  requirements,  the  new  NAFTA  impact  studies  and  so  forth 
to  support  the  administration's  dislocated  worker  programs  when 
they  come  up  to  Congress.  So  we  are  very  open  to  these  kinds  of 
suggestions,  sir. 

Senator  Levin.  First  of  all,  was  the  reason  for  the  termination  of 
that  study  congressional  reduction  in  appropriations?  Give  me  the 
background. 

Mr.  Plewes.  No,  sir.  It  is  a  long  background.  Let  me  just  tell  you 
that  Secretary  Martin  had  asked  the  Congress  to  designate  specific 
funds  in  the  congressional  budget  for  2  years  running.  She  said 
that  if  Congress  didn't  do  it  the  second  time,  that  she  wouldn't 
fund  it.  She  made  a  decision  to  use  discretionary  funds  out  of  the 
Title  III  of  JTPA  for  dislocated  workers  instead  of  statistics,  and 
she  terminated  the  program  back  in  November. 

Senator  Levin.  So  Congress  did  not  give  a  specific  direction  to 
keep  the  program  going? 

Mr.  Plewes.  There  was  congressional  report  language,  but  not 
the  actual  appropriation.  That  is  my  understanding,  sir.  There  was 
not  a  direct  funding  that  came  to  BLS. 

Senator  Levin.  OK,  because  that  is  something  we  are  going  to 
have  to  look  into. 

Mr.  Goff? 

Mr.  CjOFF.  I  wanted  to  ask  Mr.  Plewes  why  you  think  that  you 
would  get  more  accurate  data  under  confidentiality  than  under  dis- 
closure? 

Mr.  Plewes.  Well,  we  do  ask  reasons  and  totsd  employment  and 
so  forth,  things  that  they  may  not  otherwise  divulge  to  the  local 
Chamber  of  Commerce  or  to  the  newspapers  where  most  people  get 
their  sources. 

Senator  Levin.  Are  you  able  to  ask  for  that  data  but  indicate 
that  certeiin  data  will  be  kept  confidential  while  other  portions  of 
the  data  will  not  be?  Could  you  not  distinguish? 

Mr.  Plewes.  The  pledge  we  have  is  that  the  data  will  be  kept 
confidential  for  statistical  purposes  and  for  JTPA  program  pur- 
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poses.  We  have  made  that  data  available  to  the  JTPA  program  op- 
erators, just  not  to  the  general  public,  sir. 

Senator  Levin.  But  I  think  Mr.  Groff  s  point — I  may  be  wrong — is 
that  more  of  that  data  could  be  made  public  without  violating  cer- 
tain privacy  considerations,  and  that  that  representation  could  be 
made  to  the  companies. 

Mr.  CjOff.  And  with  that,  I  think  you  would  get  much  more — 
then  there  would  be  opportunities  for  parties  to  independent  verify 
that,  and  I  think  it  would  produce  a  much  better  database  from 
which  to  try  to  formulate  policy  and  judge  impacts  than  keeping 
things  anon5mious  and  in  totally  aggregated  statistics.  I  think  that 
is  one  of  the  real  problems  with  using  BLS. 

Senator  Levin.  Could  we  do  this,  so  that  I  don't  miss  the  vote?  I 
appreciate  your  staying  and  participating  this  way.  We  are  going  to 
have  to  look  into  the  appropriations  side  of  this.  I  am  going  to 
check  that  part  out  myself.  Otherwise,  it  is  a  moot  point,  perhaps. 

Could  you  take  a  look  at  the  specific  suggestions  of  Mr.  Goff  as  to 
how  we  can  make  greater  use  of  the  data,  how  we  can  make  public 
individual  plant  information  and  still  get  it? 

Mr.  Plewes.  Sure. 

Senator  Levin.  And  would  you  report  back  to  this  Subcommittee 
as  to  what  would  be  possible  in  that  regard?  Because  whether  we 
can  get  an  appropriation  may  depend  on  how  useful  the  data  is  we 
can  represent  to  the  Congress  we  are  going  to  get.  So  could  you 
review  both  his  written  testimony  and  his  oral  testimony?  In  fact, 
could  you  even  meet  here  for  a  few  minutes,  perhaps,  and  then 
submit  a  report  to  this  Subcommittee  as  to  which  of  their  recom- 
mendations you  believe  might  be  implementable  to  make  this  data 
more  useful?  Could  you  do  that? 

Mr.  Plewes.  Yes,  sir.  And  can  I  also  draw  your  attention  to  the 
last  page  of  my  written  testimony,  which  says  that  the  Department 
of  Labor  has  committed  to  doing  a  review  of  the  statistical  data- 
base, as  part  of  the  new  dislocated  worker  program. 

Senator  Levin.  OK.  That  would  be  real  helpful,  because  we  have 
got  to  make  some  progress  in  this  area,  and  I  think  we  can.  Maybe 
you  two  can  chat  a  little  bit  here,  but  we  will  expect  a  report  from     [ 
you. 

Again,  your  testimony  is  not  only  valuable,  written  and  what  you 
presented  here,  but  your  understanding  of  the  situation  we  find 
ourselves  in  around  here  is  also  very  much  appreciated,  that  I  have 
got  to  run  and  I  can  only  wave  to  you  farewell.  Thank  you  for 
coming  all  the  way  from  California. 

[Whereupon,  at  12:16  p.m.,  the  Subcommittee  was  adjourned.] 


APPENDIX 


Opening  Statement  of  Senator  Byron  L.  Dorgan 

before  the 

Governmental  Affairs  Committee 
Oversight  of  Government  Management  Subcommitteee 

April  1,  1993 

Mr.  Chairman,  I  want  to  thank  you  for  calling  this  hearing 
to  address  our  lack  of  information  and  focus  regarding  the 
economic  effects  of  implementing  the  North  American  Free  Trade 
Agreement  (NAFTA) . 

I  think  the  best  way  to  understand  NAFTA  in  its  present  form 
is  to  ask,  "Who  gets  the  guarantees  and  who  gets  the  promises?" 
Up  and  down  the  line,  the  runaway  corporations  get  the 
guarantees,  while  American  farmers  and  workers  and  business 
people  get  the  promises . 

For  example,  corporations  get  a  guarantee  that  they  can  take 
their  jobs  South,  operate  under  lax  Mexican  law  enforcement  with 
cheap  labor,  and  sell  their  products  back  to  the  United  States. 
U.S.  workers,  in  contrast,  get  a  promise  that  this  will  mean  jobs 
for  them:   that  the  runaway  plants  will  create  a  Mexican  middle 
class  which  in  turn  will  buy  America's  high-tech  products.   They 
are  promised  that  this  new  middle  class  also  will  insist  upon 
enforcement  of  the  environmental  and  worker  safety  laws  that 
Mexico  has  not  enforced  with  any  rigor  in  the  past,  and  that  the 
new  prosperity  in  Mexico  will  give  the  government  the  funds  to 
enforce  these  laws. 

That's  the  deal  that  the  proponents  of  NAFTA  want  to  force 
upon  the  American  people.   The  guarantees  are  set  in  stone.   The 
promises  are  only  set  in  someone's  mind. 
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North  Dakota  farmers  heard  many  of  the  same  promises  before 
the  U.S.  signed  the  Canadian  Free  Trade  Agreement.   Shortly  after 
the  Agreement  was  signed,  the  Canadians  flooded  our  market  with 
tens  of  millions  of  bushels  of  durum  wheat  --  the  kind  used  in 
pasta  --  along  with  spring  wheat  and  barley.   The  Canadian 
government  subsidized  this  grain  heavily,  through  payments  to 
farmers  and  by  paying  much  of  the  rail  freight. 

As  a  result,  Canadian  grain  was  sold  in  America  for  less 
than  its  cost  of  production.   Our  own  farmers  can't  compete  at 
those  prices,  and  the  durum  acreage  in  my  state  has  dropped  by 
almost  a  third  since  1989. 

I'm  not  saying  that  I  think  NAFTA  is  all  bad.   Naturally, 
there  will  be  some  winners  in  this  country  under  NAFTA.   Largely, 
they  will  be  in  America's  high-tech  industries  in  which  Mexico's 
unskilled  labor  can't  compete  --  yet.   That's  all  well  and  good. 
But  it's  not  much  comfort  to  parts  of  the  nation  like  mine  that 
won't  partake  much  in  that  benefit.   The  fact  is,  the  jobs  that 
will  flow  South  include  the  kind  that  rural  states  like  North 
Dakota  are  trying  so  hard  to  attract  --  small  manufacturing 
operations  that  can  move  without  huge  expense. 

Meanwhile,  America's  family  farmers  are  at  real  risk.   NAFTA 
trades  away  their  livelihoods  just  as  the  Canadian  agreement 
already  has  done.   Time  and  again  in  NAFTA,  we  find  that  Mexican 
producers  get  open  markets  while  American  producers  face 
continued  barriers. 

Potatoes  are  a  good  example.   Under  NAFTA,  the  United  States 
will  phase  out  its  tariffs  on  potatoes  over  5  years  while  Mexico 
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will  have  10  years.   Food  processors  in  Mexico  will  be  able  to 
sell  virtually  every  last  french  fry  to  the  United  States,  while 
our  own  farmers  will  be  shackled  with  even  tighter  quotas  in 
Mexico  than  exist  now  (along  with  continued  tariffs  for  10 
years)  . 

Many  have  compared  NAFTA  to  a  table  that  tilts  down  toward 
Mexico,  and  this  is  a  perfect  example.   With  low  wages  and  tariff 
protections  in  Mexico,  plus  free  access  back  into  the  U.S. 
market,  don't  you  think  that  our  potato  processors  just  might 
move  some  of  their  plants  down  there?   Americans  will  be  left  to 
stock  the  shelves  and  bag  the  groceries. 

Trade  can't  be  free  if  it's  not  fair.   The  example  I  just 
gave  about  potatoes  is  not  an  isolated  example  --  the  same 
analysis  applies  to  beans  and  countless  other  agricultural 
commodities . 

So  NAFTA  promises  wonderful  things  to  the  producers  of  this 
country  --  our  workers,  our  farmers,  and  our  small  business 
people.   But  the  only  real  guarantees  under  NAFTA  would  go  to 
large  financial  interests  that  can  take  our  jobs  away.   NAFTA 
would  clear  the  way  for  American  corporations  to  take  their  jobs 
to  Mexico  where  workers  make  a  dollar  an  hour.   It  would  give 
these  companies  a  virtual  veto  over  American  laws  that  protect 
workers  and  the  public  against  health  and  safety  standards. 

For  all  its  merits,  NAFTA  contains  too  much  that  the  people 
of  this  country  should  not  have  to  accept.   I  look  forward  to 
working  with  the  Chairman  and  others  on  this  critical  issue,  and 
I  thank  the  Chairman  for  holding  this  important  hearing. 
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THE  MAQUILADORA  PROGRAM 

Established  in  1965  by  the  Mexican  Government  as  the  "Border 
Industrialization  Program",  the  Maquiladora  Program  experienced 
modest  success  until  the  mid  1980 's.  Since  that  time,  its 
explosive  growth  has  taken  even  Mexico  by  surprise  by  surpassing 
tourism  as  the  second  largest  contributor  to  Mexico's  GNP  and  has 
been  widely  recognized  as  a  major  contributing  factor  in  the 
current  economic  crisis  in  the  United  States. 

Contrary  to  popular  belief  the  Maquiladora  Program  is  not  a  joint 
U.S. /Mexican  effort.  It  was  a  unilateral  move  on  the  part  of 
Mexico  to  entice  citizens  away  from  the  major  urban  areas  such  as 
Mexico  City.  In  fact,  Mexico  City  is  still  the  only  place  in 
Mexico  where  a  Maquiladora  is  not  allowed  to  be  established.  By 
allowing  the  duty  free  importation  of  raw  goods  into  the  border 
region,  Mexican  workers  could  provide  assembly  labor  and  the 
resulting  finished  product  could  be  (must  be)  exported  back  out 
of  the  country. 

A  key  element  of  the  program  is  an  inventory  tracking  system 
designed  to  ensure  that  these  raw  materials  and  subsequent 
finished  products  do  not  find  their  way  into  the  Mexican  economy. 
Throughout  the  history  of  the  Maquiladora,  the  Mexican  government 
has  been  tenacious  in  assuring  that  Maquiladoras  do  not  take 
business  away  from  Mexican  companies  making  similar  products. 

Another  key  feature  is  the  control  of  currency.  Companies 
operating  under  the  license  of  a  Maquiladora  must  charge  for 
their  services  in  foreign  currency.  The  foreign  currency  is  then 
exchanged  into  Mexican  currency  at  a  controlled  rate  established 
by  the  Mexican  government.  The  Maquiladora  must  then  pay  its 
bills  and  payroll  in  pesos. 
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Makeup  of  the  labor  force. 

Maquiladora  workers  are  predominantly  young  mothers  ranging  from 
ages  16  to  23.  They  work  as  a  means  of  obtaining  enhanced 
medical  care  through  the  Mexican  Social  Security  System  for  their 
children.  Some  men  do  work  in  the  Maquiladoras  as  well  but  it  is 
in  conflict  with  the  basic  machismo  attitude  of  Mexican  males  to 
not  work  for  minimum  wage.  Males  usually  occupy  jobs  that 
require  their  strength  in  supporting  jobs  that  typically  pay  at 
least  twice  or  three  times  the  going  rate  for  laborers  on  the 
manufacturing  line. 

The  capabilities  of  the  Mexican  workforce  in  general  are  far 
better  than  most  people  realize.  Their  educational  system  would 
be  more  appropriately  ranked  in  the  same  category  as  the  U.S.  and 
Canada  as  opposed  to  what  we  would  normally  expect  of  a 
developing  nation.  A  combination  of  European  and  U.S.  curriculum 
is  taught  in  the  public  schools  and  there  are  a  fair  amount  of 
private  schools  with  excellent  curriculums  relating  directly  to 
manufacturing  disciplines  that  are  available  to  students  from 
middle  and  upper  income  families.  Many  college  graduates  are 
totally  bilingual  (Spanish  and  English) ,  and  some  have  received 
additional  education  in  the  U.S.  It  is  not  as  hard  as  some 
would  think  to  find  a  young,  articulate  Mexican  who  is  a  recent 
graduate  from  Stanford  or  U.S.C.  aspiring  to  work  for  a  U.S. 
company  with  operations  in  Mexico. 

The  only  real  problem  with  the  Mexican  workforce  is  that  prior  to 
1983,  finding  someone  with  hands  on  experience  in  state  of  the 
art  manufacturing  was  very  difficult.  Theoretical  knowledge  was 
more  than  adequate  but  Mexican  schools  did  not  provide  the  same 
degree  of  opportunity  for  hands  on  learning  as  do  schools  in  the 
U.S.  or  Canada.  More  recently,  we  are  seeing  graduates  from 
technical  schools  who  are  entering  the  workforce  with  a  good 
working  knowledge  of  Statistical  Process  Control,  and  other 
advanced  manufacturing  systems. 
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A  major  handicap  of  the  Mexican  workforce  is  our  own  insistence 
to  stereotype  their  capabilities.  We  look  at  them  as  less  than 
capable  and  embark  upon  programs  of  "testing  the  waters",  a  small 
amount  of  manufacturing  designed  to  test  their  skills.  At  the 
slightest  hint  of  an  error  or  mistake,  U.S.  managers  are  quick  to 
say  "See,  I  told  you  so.  Mexicans  can't  do  this  kind  of  work!" 
Never  mind  that  we  failed  to  send  them  critical  information  on 
unique  characteristics  of  the  item  to  be  manufactured,  or  sent 
them  the  wrong  parts  to  build  it  with  in  the  first  place.  U.S. 
companies  who  have  gotten  past  this  stage  and  have  proceeded  to 
make  a  total  commitment  to  the  success  of  their  operations  in 
Mexico  have  experienced  excellent  results. 

Much  speculation  has  been  made  about  the  possible  exploitation  of 
the  Mexican  workers  by  foreign  companies.  In  this  instance, 
exploitation  is  a  relative  term.  According  to  the  U.S.  values 
system,  Mexican  workers  are  definitely  being  exploited.  However, 
their  interpretation  of  the  current  state  of  their  economy, 
living  conditions,  and  prevailing  wage  rates  is  that  the  jobs 
provided  by  the  Maquiladora  program  are  a  welcomed  respite  in  the 
face  of  such  hard  economic  realities.  In  most  cases,  Maquiladoras 
incur  little  if  any  advertising  expense  in  attracting  potential 
employees  because  there  is  usually  a  steady  stream  of  applicants 
seeking  any  available  opening.  Factories  built  in  Mexico  by 
American  companies  are  usually  considered  "ultra  modern"  by 
Mexican  standards  and  employees  enjoy  the  time  that  they  spend 
there . 

Looking  at  the  complete  history  of  the  Maquiladora  Program,  I  am 
convinced  that  the  Mexican  government  never  intentionally  set  out 
to  steal  jobs  away  from  Americans.  Rather,  I  believe  that  this 
is  a  simple  case  of  being  in  the  right  place  at  the  right  time. 
More  recently  however,  they  seem  to  be  looking  at  ways  to  take 
advantage  of,  and  expand  on  the  current  fashionable  trend  in 
moving  factories  south  of  the  border. 
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Who  are  legitimate  prospects  for  a  Macruiladora? 

I 
There  are  many  companies  that  have  a  legitimate  need  for  a    I 

manufacturing  presence  in  Mexico.    Most  often,  it  is  due  to 

foreign  competition.  { 

Ideal  candidates  usually  manufacture  products  that  are  based  on 
low  to  medium  manufacturing  technology.  The  assembly  process  is 
predominately  leibor  intensive  yet  can  be  learned  relatively 
quickly.  What  we  refer  to  as  "short  learning  curves".  In  the 
early  days,  this  included  only  the  most  rudimentary  electronics 
manufacturing.  However,  now  that  a  good  base  of  trained  labor  is 
available  throughout  Mexico,  it  includes  almost  all  electronics  ^ 
manufacturing.  j 

The   ideal   candidates  have   a  product   that   do  not   require 

significant  investments  in  inventory.    Having  an  operation  in 

Mexico  can  easily  add  one  or  two  weeks  of  lead  time  to  the    | 

overall  process  of  material  procurement.    This  could  add  a    | 

significant  burden  to  the  cost  of  carrying  inventories.  ^ 

i 

The  product  being  produced  in  Mexico  will  have  little  if  any 
duties.  Even  when  duties  are  applied  to  the  "value  added"  in 
Mexico,  this  includes  most  all  direct  and  indirect  costs 
associated  with  the  activities  there. 

The  products  produced  in  Mexico  will  have  limited  value  on  the 
"Black  Market".  This  is  not  to  cast  Mexico  in  a  light  of  being 
riddled  with  thievery,  but  it  is  a  poor  country.  Whereas  we 
usually  take  additional  precautions  in  poor  areas  of  our  larger 
cities,  this  same  concept  must  be  applied  to  Mexico  as  a  whole. 
Theft  is  a  by-product  of  any  poor  economy,  whether  that  economy 
is  defined  as  a  10  square  block  of  an  inner  city,  or  a  whole 
country . 
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The  renowned  Peter  Drucker  professes  another  reason  for  having  a 
presence  in  a  foreign  country.  That  is,  if  your  proUucts  have  a 
discernible  market  share  in  that  country.  The  theory  behind  this 
is  to  avoid  being  impacted  by  currency  fluctuations.  The  cost  of 
manufacturing  a  product  will  remain  somewhat  constant  with  the 
amount  at  which  It  is  sold  in  that  economy. 


WHAT  MAKES  THE  MAQUILADORA  SO  ATTRACTIVE. 
Labor  rates. 

Without  a  doubt,  the  single  most  tangible,  prevalent  factor  that 
makes  the  Maquiladora  attractive  is  the  low  labor  rates  in 
Mexico.  Still  costing  only  about  $2.00  US  per  hour  Including 
leJsor  related  burden  such  as  vacations,  holidays,  seniority 
reserves,  Christmas  bonuses,  social  security  and  mandatory  profit 
sharing;  the  totally  burdened  labor  and  overhead  rate  for  a  low 
technology  factory  employing  more  that  75  direct  labor  personnel 
can  easily  be  held  below  $6.00  US.  This  compares  favorably  to 
the  same  type  of  factory  in  the  Los  Angeles  area  that  would  cost 
about  $15.00  per  hour  to  operate.  Although  these  labor  rates 
will  rise  with  increased  competition  for  the  available  labor, 
they  will  probably  remain  at  a  fraction  of  comparable  U.S.  wages 
for  some  years  to  come,  even  if  left  to  the  effects  of  supply  and 
demand.  However,  because  the  Mexican  Government  controls  both 
the  minimum  wage  and  the  Maquiladora 's  currency  exchange  rate, 
they  have  the  power  to  effectively  control  the  dollar  equivalency 
of  labor  rates  at  will. 


The  standard  48  hour  work  week. 

The  standard  48  hour  work  week  is  also  attractive  for  operations 
that  are  limited  by  machine  capacity,  or  must  respond  to  increase 
demands  on  short  notice.   Mexican  workers  can  work  up  to  10  hours 
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a  day  without  overtime  and  6  days  per  week  without  overtime,  or 
any  combination  thereof.  This  provides  a  17%  increase  in 
available  labor  without  incurring  overtime  charges,  and  a 
corresponding  increase  in  utilization  of  equipment  and 
facilities.  At  208  direct  leibor  hours  per  month  in  Mexico  versus 
172  direct  labor  hours  per  month  in  the  U.S.,  it  provides  a 
broader  base  to  amortize  fixed  overhead  making  the  totally 
burdened  rate  even  lower. 

The  Shelter  Plan. 

The  "Shelter"  plan  is  an  unofficial  program  whereby  an  existing 
Mexican  company  does  work  for  a  foreign  company  under  the  shelter 
of  its  current  legal  standing.  The  foreign  company  does  not  have 
a  legal  presence  in  Mexico  and  does  not  need  to  apply  for  any 
operating  permits.  By  not  having  a  legal  presence  in  Mexico,  the 
foreign  company  is  not  required  to  interface  with  Mexican 
authorities.  Carry  this  concept  a  little  further  by  having  the 
Mexican  company  (or  its  U.S.  "phantom"  or  holding  company)  acting 
as  the  Importer  of  Record  with  U.S.  Customs,  and  you  can  see  how 
a  U.S.  company  can  almost  totally  conceal  their  presence  there. 

Shelter  Plans  originally  provided  just  simple  sub  contract  work 
where  an  existing  Mexican  company  (more  than  likely  making 
products  for  the  Mexican  market)  would  utilize  a  small  portion  of 
its  manufacturing  space  to  build  a  similar  product  for  a  foreign 
company,  using  raw  materials  furnished  by  the  foreign  company. 
Most  of  this  work  prior  to  1982  was  done  by  Mexican  companies 
utilizing  the  Maquiladora  program  as  "fill-in"  work.  After  the 
devaluation  of  the  peso  in  December  of  1982,  the  Maquiladora 
literally  came  into  its  own. 

Starting  in  1983,  the  Maquiladora  program  became  the  method  of 
choice  for  many  companies  seeking  to  have  complete  stand-alone 
factories  in  Mexico.  With  a  few  exceptions,  the  foreign 
companies  still  utilized  the  Shelter  approach  so  they  could  avoid 
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having  a  legal  presence  in  Mexico  and  to  some  extent,  preferred 
this  method  so  they  would  not  have  their  real  corporate  neunes 
highly  visible  in  Mexico.  They  would  also  treat  the  Mexican 
company  as  a  "vendor"  instead  of  a  "subsidiary"  so  they  could 
expense  everything  and  would  not  be  required  to  consolidate  the 
books . 


Between  1983  and  1985,  we  were  starting  to  see  some  very  large 
operations  being  moved  to  Mexico  and  to  accommodate  the  unique 
operating  requirements  of  the  foreign  "parent",  new  Mexican 
corporations  were  being  formed  and  applying  for  Maquiladora 
permits  with  the  intention  of  servicing  a  single  client.  In 
essence,  the  "captive  shelter". 


At  about  this  same  time,  terminology's  started  to  develop  on  an 
industry  wide  basis.  Sub-contract  work  was  coined  as  the  phrase 
where  the  client  would  pay  on  a  per  piece  basis.  Shelter  was  the 
phrase  associated  with  paying  for  the  services  on  an  hourly  basis 
(actual  hours  worked  by  direct  laborers).  In  1986,  our  company 
introduced  a  new  phrase  called  the  "Incubator".  This  was  a  brand 
new  Mexican  corporation  formed  as  a  "captive  shelter".  Our 
company  owned  all  the  stock  and  was  contractually  bound  to  turn 
over  100%  of  the  shares  to  the  client  at  the  end  of  the 
contractual  period,  which  was  usually  2  to  3  years.  This  allowed 
us  to  form  the  corporation,  acquire  the  operating  permits,  lease 
or  build  the  factory,  hire  the  work  force,  transfer  the  products 
from  the  client's  existing  manufacturing  site  and  deal  with  all 
the  bureaucratic  red  tape  in  Mexico;  all  with  minimal  input  and 
assistance  from  the  client.  At  the  end  of  the  contractual 
period,  all  of  the  unpleasantries  associated  with  new  start-ups 
were  behind  us  and  the  client  stepped  in  and  assumed  operation  of 
an  ongoing  concern. 
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Perception  of  relaxed  environmental  laws. 

Some  would  argue  that  this  only  a  perception  but  the  reality  is 
that  many  companies  have  an  eye  on  Mexico  with  the  intent  of 
circumventing  what  they  believe  to  be  excessive  environmental 
regulations  in  the  U.S..  Most  of  the  major  Shelter  Plan 
operators  in  Mexico  do  not  offer  a  haven  for  these  companies,  but 
a  few  of  the  smaller,  usually  Mexican  owned  companies  have  been 
known  to  accommodate  them.  Throughout  our  existence,  our 
company's  policy  was  "Whatever  you  have  to  comply  with  at  your 
current  location,  you  will  need  to  do  the  same  in  Mexico."  We 
made  it  clear  that  we  were  in  Mexico  for  the  labor  savings,  not 
to  kill  Mexicans.  This  rather  ambiguous  approach  was  necessary 
because  SEDUE  (the  Mexican  counterpart  to  the  EPA)  had  no  real 
guidelines  to  follow  or  regulations  to  enforce.  On  one  occasion, 
we  had  a  fiberglass  factory  shut  down  by  SEDUE  because  "Anything 
that  smells  that  bad  has  got  to  be  toxic!".  The  lengths  that  we 
had  to  go  to  in  dispelling  this  uninformed  notion  were  ridiculous 
and  almost  unbearable.  It  was  after  this  incident  that  as  a 
company,  we  decided  not  to  handle  any  clients  with  hazardous 
materials,  regardless  of  their  commitment  to  comply  with 
published  regulations. 

The  Ego  Trip. 

Another  attraction  is  what  we  call  the  ego  trip.  This  is  usually 
a  small  corporation  or  company,  closely  held,  with  a  President 
who  wants  to  be  ablB  to  brag  about  his  "international" 
operations.  These  people  seem  to  abandon  all  logic  and  are  the 
most  likely  to  embark  on  an  ill  advised  venture  into  Mexico. 
They  are  also  the  most  likely  to  experience  a  failure.  But  when 
the  operation  ends  up  costing  the  same  effective  rate  per  hour  as 
what  they  experienced  in  the  U.S.,  they  are  quick  to  beat  the 
Mexican  with  the  stereotype  whip  and  place  all  the  blame  on  them. 
His  ego  will  simply  not  allow  him  to  admit  that  he  had  no 
business  there  in  the  first  place. 
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Recmlatorv  pressure. 

An  interesting  characteristic  about  American  businessmen  is  that 
they  don't  like  being  told  that  they  have  to  do  anything.  When 
federal,  state  or  local  governments  pass  ordinances  or  laws 
dictating  what  a  company  can  or  cannot  do,  most  business  owners 
or  CEO's  seek  methods  of  circumventing  the  legislation.  When  the 
legislation  is  deemed  to  be  excessive,  a  move  to  Mexico  is 
contemplated  as  a  means  of  striking  back  at  the  establishment  for 
their  meddling.  These  business  people  are  quick  to  point  out  how 
the  legislation  will  increase  their  costs  by  whatever  means,  and 
how  they  will  have  to  struggle  to  bear  the  extra  burden.  On  many 
occasions,  I  actually  got  the  impression  that  low  labor  rates 
were  almost  secondary  to  the  main  objective  of  escaping 
regulatory  meddling. 


Media  hype. 

I  said  that  labor  rates  were  the  single  largest  tangible  factor 
in  making  Maquiladoras  attractive.  There  is  a  larger  factor  but 
it  is  intangible.  It  is  what  I  refer  to  as  media  hype.  The 
press  in  America  has  created  a  veritable  feeding  frenzy  on  NAFTA. 
Companies  have  read  and  heard  about  the  soon  to  be,  unrestricted 
access  to  cheap  labor  south  of  the  border  and  are  lining  up  for 
what  could  be  best  described  as  a  repeat  of  the  California  gold 
rush.  So  many  companies  are  talking  about  their  intent  to  get  a 
piece  of  this  action  that  other  companies  feel  that  the  only  way 
they  will  remain  competitive  is  to  have  a  presence  there  as  well. 
Hence,  a  snowball  effect.  One  can  almost  hear  a  universal  slogan 
being  thrown  around  the  boardrooms,  "We  will  not  be  the  last  one 
in  our  industry  to  have  a  presence  in  Mexico.". 
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Mexico  could  spend  $100,000,000.00  dollars  on  a  public  relations 
campaign  and  they  will  not  be  half  as  effective  as  what  the  media 
in  the  United  States  has  done  for  them,  free  of  charge. 

WHAT  ARE  THE  DRAWBACKS? 

Cultural  differences. 

The  major  drawback  in  doing  business  in  Mexico  is  our  continued 
insensitivity  to  cultural  differences  and  our  stereotyping  of  the 
abilities  of  the  Mexican  people.  In  the  book  "Distant 
Neighbors",  the  author  says  that  "Nowhere  in  the  world  are  there 
two  countries  who  share  a  common  border  where  the  differences  in 
culture  are  so  profound."  Not  just  limited  to  family  life,  these 
differences  are  prevalent  in  corporate  Mexico  as  well.  Mexican 
managers  and  workers  have  a  completely  different  perspective  on 
the  role  of  the  company  and  find  the  methods  that  most  U.S. 
companies  use  in  their  factories  there  as  rude  and  insensitive. 

It  is  my  perception  that  people  from  Mexico  (not  Mexicans  bom  or 
raised  in  the  U.S.),  do  not  like  people  from  the  U.S.  They  think 
we  are  rude,  overbearing,  insensitive  and  lack  good  moral  values. 
At  best,  they  tolerate  us.  On  a  wall  in  the  southern  part  of 
Mexicali,  there  is  a  sign  painted  in  graffiti  that  sums  up  what  I 
think  most  Mexicans  feel  zJ^out  us.  It  says  "Yankee  go  home,  but 
leave  your  money!"  Every  time  I  think  of  NAFTA,  I  see  the  vision 
of  that  sign  and  I  get  an  uneasy  feeling.  For  Mexico  to  be  so 
eager  to  have  us  ratify  this  agreement,  I  can  only  think  that  it 
must  be  much  better  for  them  than  it  is  for  us.  Otherwise,  they 
would  continue  their  isolationist  position  and  avoid  us  like  the 
plaque. 
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Surrendering  the  manufacturing  capability. 

When  an  operation  is  moved  to  Mexico,  it  hardly  ever  entails 
setting  up  parallel  operations  there  (Although  with  the 
re introduction  of  investment  credits,  some  companies  will 
probably  use  this  vehicle  to  purchase  new  equipment  for  the 
specific  intent  of  having  dual  operating  factories) .  Two  of  the 
most  important  assets  of  any  manufacturing  company  are  its  people 
and  its  equipment.  When  both  of  these  assets  are  sent  south,  it 
is  generally  considered  a  one  way  street.  If  the  operation  fails 
in  Mexico,  the  company's  future  is  bleak.  If  it  is  to  fail,  it 
will  probably  occur  within  the  first  two  years.  Having  to  write 
off  the  expenses  involved  in  moving  entire  factories  twice  in  two 
or  three  years  would  probably  be  the  death  blow  for  most 
companies . 

If  the  start-up  in  Mexico  drags  out  and  the  company  falls  way 
behind  on  delivery  of  its  product,  the  company's  clients  may  seek 
other  suppliers.  This  is  especially  true  in  today's  globally 
competitive  climate. 

In  reviewing  these  significant  risks,  most  companies  who  evaluate 
Mexico  for  possible  manufacturing  operations  decide  not  to  go. 
The  risks  far  outweigh  the  rewards.  In  reviewing  our  own 
internal  sales  lead  data  versus  actual  contracts,  we  see  that  of 
every  10  companies  who  evaluate  Mexico,  only  2  may  actually 
effect  a  move.  For  a  company  to  continue  on  and  actually  move 
its  operations  south  of  the  border,  you  can  only  surmise  one 
thing;  the  perceived  pressure  must  have  been  significant. 

The  power  of  Mexican  laws. 

Unlike  the  U.S.  where  security  interests  can  be  perfected  to 
protect  the  secured  parties'  priority  interests,  in  Mexico 
government  agencies  have  omnipotent  powers  to  seek  relief  of 
moneys  owed  to  them.   This  includes  the  seizure  of  equipment  and 
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materials  "on  the  premises"  of  a  company  (not  just  a 
Maquiladora) ,  regardless  of  who  it  belongs  to.  Bailment 
agreements,  properly  executed  and  registered  with  the  Mexican 
Consulate,  have  all  the  fancy  language  and  bells  and  whistles 
that  one  would  expect  of  an  international  agreement,  but  really 
only  provide  protection  in  a  civil  matter.  If  the  Mexican  Social 
Security  Administration  thinks  a  company  owes  them  money, 
regardless  of  who  owns  the  company  or  under  what  premise,  license 
or  permit  they  are  operating  under;  they  will  seize  the  property 
and  auction  it  off  to  satisfy  the  debt.  Pleas  of  "It  is  not 
their  equipment  —  look  at  this  bailment  agreement",  usually  fall 
on  deaf  ears. 

Increased  inventories,  increased  shrinkage. 

As  stated  earlier,  increased  inventories  are  necessary  to 
accommodate  an  operation  in  Mexico  and  because  of  the  economic 
conditions  there,  some  increase  in  shrinkage  is  bound  to  occur. 
Even  without  considering  the  poor  economy,  one  of  the  basic 
principals  in  inventory  management  is  that  the  more  inventory  one 
has  and  the  more  people  that  have  access  to  it;  the  more 
shrinkage  you  can  expect.  Storing  or  moving  the  inventory  in  a 
poor  economic  environment  is  just  magnifying  the  potential  and 
increasing  the  risk. 

Lose  of  manufacturing  expertise. 

Once  a  move  to  Mexico  has  taken  place,  manufacturing  expertise 
that  took  years  to  develop  is  now  lost  forever  when  the  long  time 
employees  are  displaced.  In  almost  every  instance  where  we  would 
move  a  product  line  that  was  commercial  in  nature,  the 
documentation  would  be  incomplete.  The  reason  for  this  was 
simple.  Unlike  medical  or  aerospace  manufacturing  companies  that 
are  mandated  to  have  impeccable  and  totally  traceable 
documentation,  commercial  companies  get  into  a  lazy  habit  of  not 
updating  documentation  unless  there  is  a  problem.   As  long  as 
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product  is  being  made  that  works  right,  there  is  no  perceived 
need  to  spend  money  on  documentation  reviews  and  updates.  But 
the  only  reason  the  product  is  being  made  correctly  is  that  the 
people  on  the  manufacturing  line  have  been  there  5  to  15  years 
and  they  just  know  how  to  do  it  right,  regardless  of  what  the 
documentation  says.  In  the  transition  to  Mexico,  some 
documentation  is  updated  but  mostly  intense  personal  training 
takes  place. 

Now  the  product  has  been  totally  transferred  to  Mexico.  The 
Mexican  factory  experiences  somewhat  high  turnover  rates. 
Sometimes  as  high  as  a  100%  turnover  in  the  direct  labor  force  in 
a  twelve  month  period.  Retained  (undocumented)  knowledge  is  now 
being  lost  through  attrition.  Some  of  the  more  important 
information  has  been  documented;  but  in  Spanish.  The  Mexican 
operation  does  not  live  up  to  expectations  so  the  decision  to 
retreat  back  to  the  U.S.  is  made.  Transferring  the  product 
knowledge  from  Mexico  back  to  the  U.S.  is  almost  impossible. 
Learned  product  knowledge  that  might  have  taken  10  to  20  years  to 
develop  is  now  lost  forever.   It  is  time  to  start  from  scratch. 


An  unpredictable  government. 

One  of  the  most  frequently  asked  questions  of  people  evaluating 
Mexico  is  "What  is  the  likelihood  that  Mexico  would  do  the  same 
thing  they  did  in  1982  again?".  As  bold  a  move  as  that  was 
(nationalizing  the  banks  and  major  industries) ,  anyone 
considering  a  significant  investment  in  Mexico  has  got  to  be  a 
little  concerned.  The  thought  of  the  Mexican  Government 
arbitrarily  seizing  entire  industries  continues  to  be  a  major 
roadblock  for  companies  evaluating  Mexico  for  a  manufacturing 
site. 
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The  pressure  differential. 

The  first  step  in  any  negotiation  is  to  determine  what  the  other 
party's  motivation  is.  To  understand  the  pressure  that  they  are 
under  so  the  best  deal  can  be  made.  In  negotiating  with  U.S. 
manufacturing  companies,  many  of  them  divisions  of  the  Fortvme 
1000,  we  have  come  to  realize  that  these  companies  feel  pressure 
"to  do  something  —  anything."  This  pressure  that  they  are 
realizing  is  made  up  of  two  components. 

Low  labor  rates  in  Mexico  definitely  create  a  vacuum.  It  is  hard 
to  justify  paying  someone  $15.00  per  hour  when  the  same  job  can 
be  done  for  $2.00,  in  some  cases  less  than  200  miles  away.  But 
labor  rates  alone  do  not  make  the  Haquiladora  successful.  If 
labor  were  free  in  Mexico,  many  companies  still  would  not  move 
there,  citing  many  of  the  above  stated  drawbacks  and  enormous 
risks  and  exposures.  It  doesn't  matter  how  low  the  wages  are  if 
you  lose  your  customers  through  inability  to  deliver  products,  or 
lose  your  manufacturing  capability  altogether  because  your 
equipment  was  lost  or  tied  up  in  a  bureaucratic  nightmare. 

What  does  make  the  Maquiladora  successful  is  the  pressure  that  is 
made  up  of  a  combination  of  low  labor  rates  in  Mexico  coupled 
with  perceived  excessive  regulatory  interference  in  the  U.S.  I 
say  "perceived"  because  in  many  cases  the  problems  associated 
with  anticipated  regulations  never  really  materialized  once  they 
went  into  effect. 

However,  given  the  atmosphere  in  this  country  that  almost  every 
CEO  thinks  that  government  is  already  too  big  and  gets  involved 
in  areas  that  would  be  better  served  by  the  private  sector,  it  is 
not  surprising  that  at  the  mere  hint  of  new  regulations  they 
start  looking  for  alternatives.  Once  their  nose  is  to  the 
ground,  the  sweet  smell  of  low  labor  rates  leads  them  straight  to 
the  border. 
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Of  the  hundreds  of  companies  that  I  talked  to  about  setting  up  an 
operation  in  Mexico,  I  can  think  of  only  one  or  two  that  were 
doing  it  strictly  to  increase  their  profits.  These  were 
privately  owned  companies  whose  owners  welcomed  the  risk  and 
thought  that  it  was  acceptable  given  the  potential  rewards.  I 
have  never  seen  a  publicly  held  company  evaluate  Mexico  strictly 
for  increased  profits  alone.  There  were  always  other  mitigating 
circumstances  that  compelled  them  to  look  outside  the  U.S. 


WHAT  IS  RIGHT  AND  WRONG  WITH  NAFTA? 

First  of  all,  I  have  not  read  the  complete  draft  of  NAFTA.  At 
some  2,000  pages  of  legal  jargon,  it  is  clearly  not  meant  to  be 
understood  by  the  average  American.  For  the  most  part  however, 
NAFTA  appears  to  be  conceptually  sound,  if  you  read  only  the 
preamble.  Nobody  would  argue  that  it  is  in  our  best  interest  to 
have  strong  democratic  neighbors  on  our  borders.  Neighbors  with 
strong  consuming  economies  that  U.S.  companies  have  access  to. 

The  troubling  part  is  in  the  implementation.  Saying  that  some 
tariffs  will  be  gradually  phased  out  over  a  15  year  period  while 
others  will  disappear  overnight  absolutely  reeks  of  special 
interest  influence.  Using  a  "straight  line"  method  of  reducing 
all  tariffs  by  10%  of  their  current  rates  over  the  next  10  years, 
while  raising  quotas  on  all  categories  by  25%  per  year  with  total 
elimination  occurring  after  the  10th  year,  would  have  provided  a 
smoother  transition.  A  small  amount  of  additional  incentive 
would  have  occurred  each  year,  offset  by  the  inevitable  increase 
in  the  prevailing  wage  rates.  The  end  result  would  be  very  close 
to  being  the  same  as  what  would  happen  if  we  did  not  ratify 
NAFTA.  Only  a  slight  increase  of  jobs  moving  south  would  occur 
above  the  rate  that  would  be  normally  expected  in  the  Maquiladora 
sector. 
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The  other  trovibling  aspect  is  the  timing.  Had  NAFTA  been 
submitted  for  approval  anytime  before  1990,  little  if  any 
objections  would  have  registered.  However,  in  such  a  depressed 
economy,  teetering  on  an  exceptionally  fragile  recovery,  it  has 
the  potential  for  a  major  disaster.  It  is  widely  recognized  that 
IN  THEORY,  NAFTA  should  be  beneficial  for  the  U.S.  economy.  But 
those  benefits  will  take  some  time  to  develop.  In  the  immediate 
time  frame,  and  IN  REALITY,  NAFTA  will  be  directly  responsible 
for  the  lose  of  additional  jobs  in  this  country.  The  fragile 
recovery  could  be  brought  to  a  standstill,  or  worst,  we  could 
plunge  back  into  a  full  scale  recession.  If  NAFTA  is  good  now, 
it  should  be  equally  as  good  three  to  four  years  from  now.  Why 
not  wait  and  let  the  recovery  be  complete  before  rocking  the 
boat? 

Equally  as  troubling  is  the  one  sided  approach  that  Mexico  is 
taking  by  falling  back  on  their  constitution  to  say  that  certain 
industries  there  are  protected  or  reserved  only  for  Mexican 
citizens.  Or  that  foreign  investment  can  not  exceed  49  percent 
ownership  of  a  company  there.  The  mark  of  a  truly  democratic 
society  is  the  ability  to  stand  up  and  say  "Times  have  changed, 
this  is  a  new  day,  we  must  change  our  ways  to  live  in  this  new 
world."  And  when  once  in  awhile,  for  the  good  of  the  people, 
even  a  constitutional  amendment  is  necessary.  I  think  what  this 
really  is,  is  one  of  the  oldest  (and  obviously  effective)  tricks 
in  the  negotiating  book,  to  fall  back  on  a  position  of  "It's  not 
within  my  power  to  agree  to  that  point!",  or,  "I  don't  have  the 
authority  to  agree  to  that  point!". 

As  stated  earlier,  there  are  some  legitimate  reasons  for  certain 
companies  to  send  their  manufacturing  to  Mexico.  The  most 
prevalent  being  the  intense  competition  from  non-North  American 
countries.  Companies  are  usually  faced  with  one  of  two  choices. 
Stand  up  and  fight  back  by  reducing  their  cost  of  manufacturing, 
or  form  an  agreement  to  have  the  competitor  make  their  goods 
under  private  label.   In  either  case,  manufacturing  jobs  in  the 
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U.S.  take  a  beating.  But  there  is  a  big  difference.  When  jobs 
go  to  the  Far  East,  the  only  tine  we  see  that  money  return  is 
when  they  buy  our  real  estate  or  banks.  At  least  when  the  money 
goes  to  Mexico,  we  can  expect  to  see  some  portion  come  back  when 
they  purchase  our  goods,  services  and  vacation  in  this  country. 
In  a  nutshell,  I  wish  that  we  never  lost  a  job  in  the  U.S.  But 
if  jobs  must  leave  the  U.S.,  I  would  rather  see  then  stay  on  this 
continent  as  opposed  to  going  across  the  big  pond.  It  seems  to 
ne  that  our  first  priority  should  be  a  strong  United  States, 
followed  by  a  strong  North  Anerica. 

The  disruption  factor. 

Since  1985,  there  have  been  numerous  occasions  where  we  saw  an 
increased  interest  in  manufacturing  in  Mexico.  It  usually 
centered  around  legislative  actions  taken  by  the  federal  or  state 
governments.  California  announced  that  they  were  raising  their 
minimum  wage  —  our  phone  started  to  ring  off  the  hook.  The 
federal  minimum  wage  was  due  to  be  raised  —  our  phone  rang  off 
the  hook.  The  layoff  notification  law,  the  diseibilities  act, 
tightened  EPA  restrictions,  new  South  Coast  Air  Quality 
Management  District  guidelines  in  Southern  California, 
skyrocketing  worker's  compensation.  In  every  case  we  experienced 
a  short  term  increase  in  activity  of  people  who  were  interested 
in  Mexico.  Surprisingly  though,  the  flurry  of  activity  did  not 
follow  the  actual  implementation  of  those  laws  or  regulations, 
but  directly  corresponded  to  the  coverage  they  were  receiving  in 
the  newspapers,  TV  investigative  programs,  business  magazines  and 
the  like.  By  the  time  the  legislation  became  law,  our  quotation 
activity  had  already  dropped  back  to  normal  levels  and  the 
interest  had  essentially  passed.  This  is  what  I  refer  to  as  the 
Disruption  Factor  caused  by  media  hype.  It  is  somewhat 
artificial,  in  most  cases  an  overreeKztion,  and  always  bad  news 
for  the  working  men  and  women  of  this  country.  NAFTA  is  already 
naking  brokers'  and  shelter  operators'  phones  ring  off  the  hook 
in  unprecedented  fashion. 
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What  makes  it  disruptive  is  that  of  all  the  companies  that 
evaluated  moving  to  Mexico,  or  even  having  a  small  presence 
there,  less  than  20  percent  eventually  made  the  move.  Within  30 
months,  half  of  those  would  return  to  the  U.S.  because  the 
operations  in  Mexico  did  not  meet  their  expectations.  It  is  this 
returning  half  that  represents  the  unwarranted  disruption.  Jobs 
in  the  U.S.  that  should  never  have  been  eliminated  in  the  first 
place. 

Of  the  30  plus  companies  that  we  either  moved  to  Mexico  or 
performed  sub  contract  work  for,  clearly  half  of  those  did  not 
even  need  to  do  something  that  drastic.  One  of  my  jobs  was  to 
assess  the  potential  client's  existing  operations  and  determine 
what  would  be  necessary  to  execute  the  move.  Many  times  during 
this  assessment  period  I  would  notice  things  that  could  have  been 
done  differently  in  their  factory.  Ways  to  reduce  inventories, 
reduce  scrap,  improve  productivity.  In  essence,  help  reduce  the 
pressure  that  they  were  feeling  that  made  them  interested  in 
Mexico.  But  I  never  said  anything.  My  motivation  was  to  get 
them  into  Mexico.  That  is  where  I  made  my  money.  On  at  least 
several  occasions,  I  even  moved  operations  that  I  knew  full  well 
were  not  ideally  suited  for  Mexico.  Ones  that  would  more  than 
likely  fall  into  the  category  of  returning  within  30  months.  And 
given  the  intense  competition  within  our  own  industry,  I  can  say 
without  hesitation  that  every  other  broker  or  shelter  plan 
operator  would,  and  will  do  the  same  thing. 

So  for  any  free  trade  agreement  to  work  properly  we  need  to  make 
sure  that  only  those  companies  who  have  a  legitimate  need  to 
reduce  their  product  costs  by  reducing  the  direct  labor  content 
send  those  jobs  south  of  the  border.  There  are  some  out  there 
and  we  must  be  realistic  in  helping  them  stay  competitive  in  this 
new  global  economy.  To  successfully  talk  them  out  of  going  to 
Mexico  and  entice  them  to  stay  in  the  U.S.  would  only  contribute 
to  their  complete  demise.  Then  ALL  the  jobs  in  the  company  are 
lost,  not  just  the  direct  labor. 
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Secondly,  for  the  other  companies  who  are  struggling  to  remain 
competitive  we  need  to  help  them  evaluate  the  many  avenues  of 
cost  reduction  and  profit  improvement  that  are  available  in  this 
country  today.  Whether  this  help  comes  in  the  form  of  sponsored 
seminars,  direct  help,  or  tax  credits  for  having  outside 
consultants  make  those  studies;  we  must  entice  companies  to 
exhaust  all  avenues  of  help  before  seeking  the  easy  way  out  (so 
they  think)  of  moving  their  manufacturing  to  a  country  with  low 
labor  rates. 


We  must  be  realistic.  We  will  lose  more  manufacturing  jobs.  We 
must  lose  those  manufacturing  jobs  for  some  companies  to  remain 
competitive  in  this  global  economy. 


During  the  past  40  years,  we  benefited  greatly  from  the 
development  and  exportation  of  spin  off  technologies  from  the 
arms  race  of  the  cold  war.  We  developed  the  most  powerful  and 
efficient  airplanes  in  the  world  and  celebrated  as  we  sold  them 
to  almost  every  developing  country.  Now  we  watch  as  they  use 
those  airplanes  to  fly  goods  into  the  U.S.  that  we  never  even 
imagined  could  compete  with  us.  To  see  the  true  extent  of  this 
"reversal  of  fortune",  simply  go  to  San  Francisco  airport  and 
watch  the  747 's  come  in  from  the  far  east  loaded  with  cut 
flowers,  severely  depressing  the  flower  growing  business  in 
California. 


So  how  do  you  explain  this  to  the  thousands  of  U.S.  workers  who 
have  lost  their  manufacturing  jobs  and  the  thousands  more  who 
probably  will  follow?  "We  have  become  a  victim  of  our  own 
technology.  We  let  the  genie  out  of  the  bottle,  and  now  we  can't 
get  it  back  in!" 
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Distinguished  Senators,  I  am  a  common  citizen  who  is  humbled  by 
my  presence  here  today.  I  would  not  profess  to  speak  on  the 
behalf  of  all  Americans,  but  I  have  talked  to  many  of  them.  To 
summarize  their  concerns  and  opinions  I  have  prepared  the 
following  closing  statement  that  I  think  best  represents  the 
current  state  of  mind  of  a  good  portion  of  the  American  public. 
Both  as  private  citizens,  business  owners  and  top  corporate 
executives. 

For  years,  we  have  lived  on  a  pedestal.  Our  standard  of  living 
being  not  only  the  best  in  the  world,  but  far  ahead  of  the  rest 
of  the  field.  Some  would  argue  "Hay  too  far  ahead  of  the  rest  of 
the  field!".  So  in  this  new  age  of  intense  global  competition, 
maybe  we  need  to  come  down  from  the  pedestal  and  take  up  a  new 
position.  Say,  on  the  top  row  of  the  choir.  Next  to  our 
neighbors  and  friends  acting  in  unison  towards  common  objectives. 
Seeking  harmony  but  willing  to  step  forward  for  a  virtuoso  when 
the  score  requires  it. 

We  recognize  the  need  for  a  strong  North  America  and  hope  that 
Mexico  makes  the  transition  upwards  from  that  of  a  developing 
nation.  We  understand  the  need  for,  and  in  fact  look  forward  to 
a  bilateral  free  trade  agreement  with  our  neighbors.  But 
unfortunately,  the  North  American  Free  Trade  Agreement,  as  it  is 
currently  drafted  and  anticipated,  is  not  it.  What  it  more 
closely  resembles  is  an  Economic  Trojan  Horse.  And  in  true 
American  political  fashion,  the  special  interest  groups  have 
already  opened  the  city  gates. 
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Aoerlc^n  Coapanies  Relocating  to  a  Maqulladora  Plant  in  MexLoo 

I  vould  first  like  to  express  m/  appreciation  for  this  opportunity  to 
appear  in  frorit  of  this  ocDndttee  to  voice  my  experience  and  feelings 
on  this  subject. 

I  vas  bom  and  still  live  in  Dowagiac,  Midiigan,  v^ch  is  where  Sundstrand/ 
ttxUne  was  lodated.  I  had  worked  at  this  plant  for  27  1/2  years,  6  years 
in  the  xmioi  aind  21  1/2  in  management.  I  was  a  devsted  conpany  enployee 
\iho  believed  iin  the  company.  I  am  very  grateful  for  the  wages  and  benefits 
given  to  me  and  n^  f£nd.ly  during  those  27  1/2  years. 

Vtiat  eo^loyee^  weEe  told  about  the  nave   in  the  beginning: 
The  start  of  tjhis  move  began  early  in  1987  with  runors  that  Sundstrand  was 
going  to  move  jpart  of  its  manufacturing  jobs  from  Dowagiac  to  the 
Maqulladora  pliant  in  Mexico  for  the  following  reasons: 
•s^\  1.  Ccopetition  was  underselling  xis  and  we  were  losing  some  of  our 

market  jShare. 

i 

2.  Profit  Imargins  were  lower  than  they  have  been  in  the  past. 

3.  Productiivlty  was  down  in  the  Dowagiac  plant.  Itobod|y,  including 
msnagetoent,  believed  this  would  really  happen.  Ue  were  told  a 
few  years  earlier  that  the  plant  would  be  moved  to  a  Southern 
state, and  nothing  ever  cane  of  it.  VH.thin  a  few  months,  a  plant 
site  was  picked  and  a  tean  of  twelve  eoployees  (ten  management 
and  tw3  union  eoployees)  were  selected  to  move  to  Larado,  Texas. 
\hat   started  as   a  mnor  was  ncx^  becoming  a  reality.  We  were  told 
that  there  would  be  around  130  jobs  lost  to  Mexico.  But  the 


-lf>: 
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Banaining  jobs  would  scay  in  Dcwagiac.  Ue  were  assured  many  t-imas  by 
the  oom>any  diat  the  remaining  jobs  would  stay  in  Dowagiac.  Everyone 
lived  in  fear  of  losing  their  job  from  this  time  until  they  actually  did 
lose  their  job. 

.  ■, '  ■'  /  y 
r  / 

{^^~yo\'&&  that  anployees  SMpertenced  in  the  move: 

1.  AIoDst  everyone  had  a  hand  in  cleaning  up  and  packing  equipoent 
up  "for  shipment  to  Mexico. 

2.  Biployeies  watched  as  their  co-workers  and  the  machines  went  out 
the  dodr  one  by  one  until  it  was  their  turn.  This  is  like  a 
very  slbw  death. 

3 .  In  the  end,  it  was  decided  to  move  m/  departsnent  (the  R&D 
Model  Shop)  to  plant  #2  in  Missouri.  Ihey  sent  eoployees  plus 
my  repLacanent  up  for  training.  I  can  honestly  say  that  we 
trained  dian  with  sincerity  and  walked  out  the  door  with  our 
heads  held  high-  Ihe  day  before  I  left  for  my  new  career  in 
Canada,  I  received  a  telq4x3ne  call  at  heme  from  wj  replacenent 
thanking  us  again  for  beii>g  totally  honest  and  helpful  during 
the  training  period. 

Mf  Contact  witii  Mexico: 

Because  of  mjr  position,  I  was  in  contact  with  Mexico  and  our  customers . 
I  also  was  sent  doun  to  Mexico  in  1989  for  training  their  employees  to 
operate  and  set  up  a  piece  of  equipment  dvat  would  save  the  ooopany 
thousands  of  dollars  in  set*^  expenses.  I  do  latow  that  quality  was  a 
major  concern  of  all  our  customers,  expecially  from  ^le  Mexico  plant. 
Ihe  quality  of  our  product  from  the  Mexico  plant  did  cause  lis  problems 
with  seme  major  customers,  as  we  did  lose  market  share  with  them. 
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Uhat  happened  to  me  and  my  co-workers  after  the  lay-off: 
Ify  mDther,  two  brothers,  one  sister-in-law,  my  wife  and  myself  were 
terminated  because  of  this  move.  Mother  was  forced  to  retire  three  years 
early.  One  brother  is  new  facing  bankruptcy,  and  will  probably  lose  his 
hoote.  Ghe  brother  has  worked  at  many  different  jobs  and  is  presently 
struggling  just  to  survive. 

For  myself  and  family,  we  are  among  the  few  ludcy  ones.  We  bou^t  a 
hunting  and  fishing  caiap  in  Ontario,  Canada.  This  was  a  dream  I  have 
had  all  my  life.  I  can  honestly  say  we  are  happier  -km  than  ever 
before.  Our  texmination  was  a  blessing  in  disguise,  because  it  forced 
me  to  make  a  decision,  whidi  was  to  pursue  n^  dream.  I  am  aware  of 
others  who  have  been  successful  and  are  happy,  taut  unfortunately,  for 
every  successful  story  there  are  fifty  stories  of  total  disaster. 
My  friends  and  co-workers  are: 

1.  Vbrking  low-paying  jobs,  most  without  any  benefits.  The  majority 
do  not  even  have  medical  insurance,  nor  can  they  afford  to  buy  it. 

2.  Scoe  have  lost  their  marriages,  hones,  cars. 

3.  Lost  all  their  self-esteem. 

4.  I  have  yet  to  talk  to  anyone  v*id  doesn't  feel  they  were  lied  to 
and  given  the  shaft  by  the  com>any.  They  took  the  best  years  of 
our  lives,  and  as  long  as  the  profits  were  good,  that  was  (X.. 
But  as  soon  as  tines  got  tough>  ^^  ^'e^e  ^^^  dsif>ed  like  a  sack 
of  potatoes. 

5.  Because  we  were  lied  to  about  our  jobs  staying  in  Dowagiac, 

enployees  continued  to  spend  their  income  as  if  they  wcxild  have 
a  good  job.  I  personally  spent  $15,000.00  on  luxury  items  for 
my   family  )pool  and  dedcs)  which  I  never  would  have  spent 
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if  they  would  have  been  honest  with  me. 
Conclusion: 

I  went  from  being  a  devoted  oanpany  enployee  who  believed  \*iat  the 
CGopany  said  to  one  who  would  never  trust  the  oonsany  again.  Vie 
have  had  our  pensions  changed  drastically  to  the  point  vhere  we  can't 
even  thiiik  about  drawing  it  until  age  65.  Because  I  was  on  the 
cfmrrittee  to  sue  Sundstrand  for  reducing  our  pensions,  I  aleo'want  to 
go  on  record  to  say  I  don't  want  to  be  singled  out  for  being  here 
today  and  suffer  even  more  reductions  to  my  pension  because  I  am  here. 
I  totally  lut  the  blame  of  this  neve  en  the  cocpany  because: 

1.  They  never  gave  the  enployees  the  opportunity  to  take  cuts  in 
wages  and  benefits  BEPOKE  the  decision  was  made  to  move  the 
plant.  (After  the  decision  was  made,  they  did.) 

2.  Greed  and  profit  margins  are  the  only  things  important  to  this 
oanpany  with  no  consideration  toward  hundreds  of  loyal  aiployees 
v^  gave  tivaa  large  profits  during  the  good  times. 

Vhen  Modine  entered  the  picture  and  bought  us  in  October,  1990,  we 
received  three  letters  (copies  enclosed).  Ue  were  told  by  Sundstrand 
that  this  sale  was  in  the  best  interest  of  the  esployees. 

August  30,  1990  -  All  active  Sundstrand  enployees  will  be  eiployed 
by  hfodine.  Msdine  intends  to  operate  our  business  with  the  current 
management  Me  have  tod^y. 

October  18,  1990  -  Vfe  look  forward  to  a  long  and  fruitful  relation- 
ship together  at  Modine. 

January  17,  1991  -  Bye-Bye,  you  are  going  to  be  terminated. 
So  nuch  for  our  trust  in  Modine. 
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MOOINE  Richard  T  Savage 

President  and  Chief  Operating  Officer 


August  30,    X990 


Tot  Xll  AcHIt*  Sundstrand  Baat  Trmnmtmt   and 
Tubular  Products  b^loyaoa 


NolcoiDa  to  n«w  opportunlti**  with  Modinol  lAst  w««k,  %«•  signad 
a  dafinltiv*  purcbaa*  agraanwnt  with  Sundatrand  Corporation 
rogarding  tho  transaction  announcod  ssvsral  wssks  ago.   At  this 
tia*,  all  of  tb«  dstalls  leading  up  to  ths  sals  havs  not  yot 
b««n  brought  to  a  conclusion,  but  w*  sxpsct  to  asst  our  mld- 
oetob«r  closing  schsduls. 

Ns  at  Nodins  ara  plsassd  with  how  your  operations  fit  togotbsr 
with  ours  and  with  the  expanded  buainaas  prospects  this 
acquisition  represents.  Hodine  is  an  independent,  worldwide 
leader  in  beat-transfer  technology,  serving  vehicular, 
industrial,  and  building  HVAC  markets.  The  addition  of  the 
Sundstrand  Heat  Transfer  products  expands  our  product  offering, 
our  sales  and  profit  opportunities  and  the  chances  for  each  of 
us  to  grow  and  proaper.   He  hope  that  you,  the  active 
Sundstrand  Beat  Transfer  and  Tubular  Products  employees,  will 
Join  with  us  in  malring  the  newly  acquired  division  one  of 
Modine^s  meet  successful  operations.  Xll  active  Sundstrand 
Beat  Transfer  and  Tubular  Products  s^joyees  will  Be  employed 
by  Modlne  apoo  eoapletion  ot  the  transaction.  ~ 

He  realise  that  this  can  be  a  particularly  apprehensive  tiae 
for  you  as  your  division  moves  froa  Sundstrand  to  Modlne. 
Please  be  assured  that  it  is  Modine^s  intention  to  operate  the 
business  as  f  —n^rate  entity  with  the  current  management  •aT" 
organisation  structure  you  HWe  today^   Zt  is  our  goal  to  maSis 
the  transition  io  H&dine  as  smo6Utiy  and  rapidly  as  possible. 
X  look  forward  to  our  mutual  success  in  the  future. 


Chief  Operating  Officer 


Mcdine  Manutectu'ing  Company  Tei«pnone^<4''e36  1200 

>S00  OeKoven  Avenue  Tei««;  26-«Ai7 

Racine,  wiacontin  53«C3  Fa>  *^*  '636  - 142< 
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MODINI 


Octobar  18,  1990 


>«w  Nodln*  Manufacturing  Coopany  &iiploy««a 
OottMrclal  Products  Division 
Nodin*  Baat  Transfer,  Inc. 
Dewagiac,  Michigan 

Oaar  fallow  aaployaa: 

HalcoM  to  Modina  Manufacturing  Conpanyl  Wa'ra  ganuinaly  happy 
that  you  hava  Joinad  us.  " 

Part  of  your  nama  has  baan  -haat  transfar-  —  now.  you're  joining  a 
cos«>any  whose  na»e  is  practically  synonyiaous  with  heat  transfer. 
Modine  has  compiled  a  75-year  history  of  successfully  developing, 
manufacturing,  and  marketing  heat  exchangers.   That's  our  business, 
wa  Icnow  it  wall,  and  we  are  known  for  it  worldwide.   Modine  is  an 
independent  leader  in  heat-transfer,  serving  vehicular,  industrial, 
and  building  heating-ventilating-air-conditioning  markets.   The 
merging  of  your  business  with  ours  strengthens  our  joint  market 
offering,  our  technology,  and  our  prominence  in  all  aspects  of  haat 
transfer  —  on-highway,  off-highway,  and  in  commercial  and 
residential  properties. 

You've  becocne  part  of  a  proud  association  of  more  than  5,000  Modine 
aaiployeas  working  at  more  than  40  locations  around  the  globe.   We 
make  products  from  the  same  materials  that  you  do,  probably  work 
with  the  same  type  of  equipment  and  in  similar  manufacturing 
facilities.  People  are  the  reason  Modine  has  been  able  to  meet  the 
challenges  of  today  and  to  remain  on  a  long-term  path  of  growth. 

On  behalf  of  all  your  fellow  employees,  I  send  you  a  cordial 
greeting.  Jjg  look  forward  to  a  long  and  fruitful  relationship 
together  at  Modine.  ■ ^ iL- 

Sincerely, 


YLcjTtA^  ^  Cc-^t^^^  t^t^Cmc^  ^r 


Victor  S.  Frangopoul^a V 

Group,  Vice  Presiderlt- 
Off-Bighway  Products 
October  18,  1990 


?l5Si"n '^*""''?"''"5  ^"""P'^y   Telephone  414-636-1200 
1 500  De  Koven  Avenue  Telex  26-4447 

Racine.  Wisconsin  53403        f»x   414-636-1424 
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^3  MODIME 


January  17,  1991 


Jerry  Lundy 


Followinq  a  period  of  careful   review,  we  have  decided  that  it  is  In  the  best       • 
Following  «  P«^^""  "  Conmercial  Products  Division  to  consolidate  the 

i!uSl"£S"E"  £S  H •Sri 

S*lo5ees  "?1   be  «sl5ted  1n  findinj  "«  .mployment  opportunity.  , 

B„ed  upon  tS.^nfo™^|on  currently^..njP,e  to  us     «^.n^^^^^^  , 

-;;g'3!ry"-a;".n-|75fnS-u  »m  n™?y  .dv.n«  notice  Of  your  expected         , 
termination  date. 

Ue  will  assist  you  in  seeking  new  emplo>m«nt  opportunity  ^"^^"^^"9  outplace-  ^ 
SSnrrouSselinq  resume  preparation,  and  contacting  other  employers.  You  will  i 
?lcei5e  severance  pinnan^mount  equal  to  one  week's  pay  for  "ch  year  of  ^ 
Service  "  !  Siximum  of  thirteen  weeks  if  you  continue  at  work  through  the  dat<, 
your  services  are  no  longer  required. 

during  the  coming  months.  i 

Please  contact  Steve  Aykroyd  at  Extension  343  with  any  questions  you  may  have  ' 
and  to  begin  the  outplacement  process. 


Since 


Lloyd  La? 

Vice  President  i 

General  Manager 


Commtrei*!  Product*  Olvi.ion  *M  East  Pra-r.e  Ro"de  Street        J*''^":!"*  f^^-^p-^^"^ 

Mod.ne  Heat  Transier.  inc  Dowag.ac.  Michigan  4904,  Fax  616-782  8538 
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DEPORTATION  OF  JOBS  TO  MEXICO 

My  name  is  Scarlet  Bachmann  and  I  an  a  48  year  old 
wife,  mother  and  grandmother  who  is  a  victim  of  the  United 
States  Jobs  moving  to  Mexico.   I  worked  at  Sundstrand  Heat 
Transfer  from  October  of  1968  to  January  1991.   Even  though 
the  company  changed  names  three  times  during  the  employment 
period  the  workers  remained  the  same.   Due  to  the  factory 
moving  the  majority  of  its  jobs  to  Mexico,  I  joined  the 
dislocated,  misplaced  unemployed  Americans.   I  am  hoping  to 
relate  to  you  the  devastating  experiences  myself  and  many 
other  people  from  Just  one  factory  experienced. 

After  losing  my  Job  in  January  1991  I  started  the 
frustrating  Journey  of  pursuing  a  Job  that  was  not  factory 
oriented.   I  still  had  several  years  to  work  before  reaching 
retirement  age  and  I  felt  that  over  22  years  of  my  life  was 
enough  to  give  to  a  Job  that  left  me  depressed,  frustrated 
and  unemployed.   I  had  the  advantage  of  a  good  education 
background  and  so  proceeded  down  the  channels  to  pursue  a 
new  career.   After  testing  at  the  MESC  office  and  several 
meetings  with  Carol  Churchill,  Director  of  Career  Work 
Experience  Programs  at  the  local  college,  I  was  ready  for  my 
placement  tests.   Since  I  had  been  laid  off  twice  from 
September  1990  to  January  1991,  I  lived  in  fear  that  I  would 
be  called  back  to  work  for  a  short  time  and  my  schooling 
would  be  interrupted.   I  prolonged  my  college  career  until 
July  1991  but  time  was  running  out  and  if  I  didn't  start 
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classes  soon  I  would  not  have  enough  time  to  complete  my 
college  program. 

I  was  required  to  be  a  full-time  student  and  maintain  a 
"C"  average  in  all  my  classes.   My  schedule  consisted  of 
computer,  typing,  english,  accounting,  medical  terminology 
and  many  other  classes.   I  was  not  allowed  to  change  my 
schedule  or  put  my  education  on  hold  to  go  back  to  work  even 
for  a  short  period  of  time.   Once  I  left  the  program  for  any 
reason,  I  would  not  be  eligible  to  continue  at  a  later  date. 
I  knew  several  people  who  had  started  school  or  gotten  other 
Jobs  and  were  called  back  for  short  periods  of  time  and  lost 
their  new  Job  or  their  schooling,  and  sometimes  both. 

I  had  been  out  of  school  for  thirty  years  and  the  next 
year  was  not  easy,  but  I  was  determined  to  succeed  and  even 
managed  to  be  on  the  Dean's  List.   The  sad  part  of  it  is,  I 
am  not  in  the  majority,  most  of  the  people  I  had  worked  with 
could  not  meet  the  qualifications  for  the  programs 
available.   They  were  good  workers  but  did  not  have  the 
education  to  qualify.   Even  those  who  attended  trade  school 
could  not  find  Jobs,  and  those  who  did  worked  for  minimum 
wage.   My  best  friend  at  the  age  of  58  is  forced  to  work  two 
Jobs  at  minimum  wage  to  survive  and  can't  even  get  two 
consecutive  days  off  in  a  week. 

This  factory,  that  most  of  the  employees  had  given  their 
best  working  years  to,  played  with  our  lives  for  over  two 
years.   The  Warren  Act  required  the  company  to  send  out  a 
list  sixty  days  before  a  person  lost  their  job,  but  that 
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didn't  mean  that  in  sixty  days  you  could  pick  up  the  pieces 
and  go  on  with  your  life.   Some  people  saw  their  names  on 
this  list  four  or  more  times  before  they  actually  lost  their 
Job.   Then  there  were  people  like  me  whose  name  never  made 
the  list.   My  Job  stayed  in  Dowagiac,  but  someone  else  who 
lost  their  Job  to  Mexico  came  along  and  took  mine.   When 
severance  pay  was  distributed  I  was  denied  mine  because  the 
company  said  my  Job  was  still  here  and  I  was  not  affected  by 
the  Mexico  move.   But  who  was  and  still  is  doing  my  Job  now? 

The  whole  community  has  suffered  the  effects  of  the 
move  and  only  when  you  are  able  to  step  back  and  look  at  the 
situation  can  you  see  the  real  effect  it  has  had.   Many 
people  who  were  once  friends  ended  up  bitter  enemies.   It 
was  like  throwing  a  raw  bone  to  50  dogs  and  seeing  who  was 
going  to  come  out  on  top.   Imagine  1200  people  employed  in 
1968  and  now  1993  only  75-80  left  (this  is  actual  factory 
workers,  not  office  help). 

People  were  asked  to  help  crate  equipment  and  load  up 
trucks  that  were  bound  for  Mexico,  and  even  when  the  Mexico 
plant  faltered  and  fell  behind  with  orders,  they  called  on 
the  Dowagiac  factory  people  to  help  get  production  out  so 
that  orders  would  not  be  lost.   Hoping  we  could  prove  that 
we  were  still  needed  and  maybe  Mexico  would  fail,  our 
dedication  to  our  lifetime  Job  prevailed,  but  we  only 
prolonged  our  devastation. 

For  those  like  myself  who  were  fortunate  enough  to  get 
another  Job  the  battle  was  not  over  with.   I  went  from  $10.37  per 
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hr.  to  $5.88,  and  no  matter  how  great  my  strategy  the  bills  fell 
behind.   Drawing  unemployment  the  year  I  was  in  school 
helped,  but  when  it  was  time  to  pay  state  and  federal  taxes 
our  savings  account  was  wiped  out.   We  were  still  luckier 
than  some  of  our  friends  who  had  to  re-mortgage  their  homes, 
or  make  installment  payments  to  the  government.   It  wasn't 
like  we  didn't  have  enough  bills  to  cope  with. 

There  were  several  married  couples  who  both  worked  at 
the  factory,  they  were  hit  twice.   My  husband  and  I  were  one 
of  those  couples  and  in  November  1992  he  lost  his  job.   I 
blame  Mexico,  the  company  blames  alcohol.   I  am  not  saying 
it  drove  him  to  drinking,  however  being  an  alcoholic  and  the 
stress  of  going  through  this  ordeal  with  me  and  having  such 
unsteady  work  as  the  past  few  years  had  been  his  trust  and 
belief  in  the  company  was  lost  and  it  was  easier  to  drink 
than  fight  anymore.   The  point  is,  we  all  handle  our 
problems  in  a  different  way  and  not  everyone  can  handle 
stress  as  well  as  I  did.   Presently  my  husband  is  working 
for  $5.00  per  hr.  and  would  rather  stay  with  this  new 
company  than  trust  a  skeleton  factory  that  has  given  most  of 
its  work  to  Mexico. 

.  When  statistics  show  unemployment  down,  it's  too  bad  the 
real  picture  isn't  shotm.   Where  are  the  people  who  have 
run  out  of  benefits  and  still  not  found  work?   Those  are  the 
people  who  should  be  telling  their  stories  as  they  have  many 
more  losses  than  I  have.   It  was  only  by  the  grace  of  God 
and  a  very  mean  and  stubborn  streak  that  I  came  out  as  well 
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as  I  did.   When  they  denied  me  the  severance  pay  I  vowed  to 
beat  them.   Two  years  have  passed  and  I  live  with  the 
satisfaction  that  they  can't  bother  me  anymore.   Everyday  I 
thank  the  people  who  have  helped  me  along  the  way.   I  hope 
that  I  in  return  can  help  others  and  to  help  do  this  I  am 
asking  that  the  government  and  anyone  else  that  can  stop 
Jobs  from  being  deported  to  foreign  countries.   My  Job  at 
Lee  Memorial  Hospital  will  probably  never  be  moved  to  Mexico 
and  maybe  that's  why  I  chose  to  work  at  a  hospital,  but 
there  are  still  many  Jobs  out  there  that  can  be  lost  without 
some  help  to  keep  them  in  our  country. 

A  recent  article  in  the  local  newspaper  quoted  Modine's 
personnel  manager  as  saying  "we  are  alive  and  well  and  want 
to  be  recognized  by  the  community  and  put  the  mourning  to 
rest."   The  majority  of  former  employees  are  not  dead  only 
badly  beaten.   Don't  mourn  us,  help  us  pick  up  the  pieces. 
When  Modine  took  over  Sundstrand  in  1990  they  made  us 
believe  that  it  was  best  for  us,  but  the  seniority  list  has 
went  from  180  people  to  80  in  only  two  years,  it  looks  as 
though  Mexico  has  ate  up  too  many  of  the  Jobs  and  Modine  is 
dying  a  slow  death. 

It  has  been  a  long  time  since  the  Boston  Tea  Party  and 
our  country  has  come  a  long  way  since  then,  but  a  working 
nation  can't  work  without  jobs.   If  you  think  you  haven't 
been  affected  by  the  loss  of  Jobs  Xo   foreign  countries,  then 
you  are  only  fooling  yourself.   Some  suffer  more  than 
others,  but  we  are  all  suffering. 
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OF  THE 

COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 

OF  THE 

UNITED  STATES  SENATE 

APRIL  I.  1993 

Good  morning.  My  name  is  Harry  Browne  and  I  am  a  research  associate 
at  the  Inter- Hemispheric  Education  Resource  Center  In  Albuquerque.  New 
Mexico.  I  would  like  to  thsuik  you  and  your  staff  for  organizing  these  hearings 
and  for  Inviting  us  to  testify.  The  Resource  Center  provides  Information  and 
analysis  to  community  leaders,  labor  activists,  jmd—when  the  occasion  arlses— 
to  national  policymakers.  In  the  last  decade  we  have  focused  largely  on  U.S. 
relations  with  Central  American  countries  amd  Mexico. 

The  Resource  Center's  work  on  U.S.  foreign  policy  and  private-sector 
economic  relations  has  made  us  aware  of  the  extent  to  which  the  U.S. 
manufacturing  base  is  moving  ofifehore.  Our  government  has  promoted  the 
movement  of  manufacturing  abroad  through  provisions  of  U.S.  tax  and  tariff 
laws  such  as  the  Ofbhore  Assembly  Provlslon—now  known  as  HTS  9802—and 
the  exemption  of  overseas  profits  from  taxes  as  long  as  those  profits  are 
reinvested  abroad,  as  well  as  through  the  Overseas  Private  Insurance 
Corporation.  Furthermore.  U.S.  policy  has  strongly  pushed  the  governments  of 
developing  countries  to  open  their  economies  to  foreign  Investment  and  to 
provide  tax  and  Infrastructural  Incentives  to  attract  firms  from  the  United 
States  and  other  countries. 

In  researching  this  issue  further,  we  discovered  that  despite  Its  active 
role  In  the  relocation  of  manufacturing  our  government  could  tell  us  nothing 
about  Its  real-life  effects  on  workers  and  the  economy  as  a  whole.  No  agency 
had  attempted  to  correlate  plant  closings  with  U.S.  manufacturing  Investment 
In  low-wage  countries,  for  example,  or  to  document  the  downward  pressure 
such  relocations  have  placed  on  the  wage  levels  negotiated  by  workers  and 
unions  who  Increasingly  find  themselves  competing  with  low- wage,  foreign 
employees  of  their  own  corporations. 
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The  closest  thing  to  such  an  effort  was  the  compilation  of  quarterly  Mass 
Layoff  Reports  by  the  Bureau  of  Labor  Statistics.  Begun  In  1985,  these  reports 
were  based  on  the  voluntary  participation  of  state  employment  agencies;  by  last 
year  49  states  and  the  District  of  Columbia  had  signed  on.  But  these  reports 
were  rendered  useless  for  tracking  manufacturing  relocation  for  two  reasons. 
First,  they  relied  on  self- reporting  by  corporations  of  the  reasons  for  a  given 
layoff  event.  In  1988.  for  example,  only  nine  events  were  due  to  overseas 
relocation  smywhere.  according  to  the  report.  But  our  research,  which  probably 
misses  one-third  to  one -half  of  edi  runaways.  Identified  25  work  sites  losing 
Jobs  that  year  to  Mexico  alone.  Second,  the  BLS  reports  were  aggregated  by 
state  and  industry  and  provided  no  company-specific  data.  This  made  it 
impossible  to  verify  the  reasons  given  for  a  given  layoff  or  closing.  Further, 
there  was  no  distinction  made  between  a  relocation  to  Mexico  smd  one  to 
Canada,  despite  the  very  different  implications  each  would  carry  about  U.S. 
policy  and  economic  competitiveness.  Tlie  BLS  placed  Ihc  effort  on  hold  last 
November. 

Instead  of  conducting  down-to-earth  studies,  administration  officials 
relied  on  econometric  modeling  to  reassure  themselves  and  others  that 
facilitating  plant  relocation  would  improve  economic  efficiency  and  generate  net 
gains  for  this  country  smd  the  world  as  a  whole.  These  models  are 
fundamentally  flawed  by  assumptions  that  you  and  I  know  to  be  unreal,  such 
as  full  employment,  fully  competitive  markets,  and  universal  adherence  to  free 
market  principles  by  our  trading  partners.  Most  relevant  to  this  hearing  Is  the 
fact  that  the  theory  of  comparative  advantage,  upon  which  free  trade  advocates 
rest  their  arguments,  is  rendered  obsolete  by  high  capital  mobility.  As  our  new 
Secretary  of  Labor  has  argued,  we  cannot  consider  our  capital  stock  or  our 
technological  lead  to  be  "ours"  anymore,  since  both  are  freely  transferred 
arovmd  the  globe.  And  we  certainly  cannot  depend  on  "U.S."  capital  and 
technology  by  themselves  to  replace  the  jobs  that  runaway  plants  take  with 
them  with  better-paying;  more  productive  employment.  As  Just  one  example  of  ' 
U.S.  capital  creating  highly  productive  employment  in  a  low-wage  country 
rather  than  here  at  home  I  offer  Ford  Motor  Company's  recent  Investment  of  $1 
billion  to  add  capacity  and  flexibility  to  its  state-of-the-art  plants  in  Hermosillo 
and  Chihuahua.  Mexico. 
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I  would  like  tr  suggest  two  reasons  for  the  failure  of  the  U.S.  government 
to  collect  such  critical  information  on  the  functioning  of  the  national  economy. 
The  first  Is  the  understandable  desire  of  the  last  two  administrations  to 
downplay  the  extent  of  human  suffering  attributable  to  their  free  market  and 
auitl-labor  policies.  A  sympathetic  researcher  In  the  Department  of  Labor 
helped  confirm  this  suspicion  by  telling  us  that  the  department  "has  steered 
clear  of  that  subject"  under  presidents  Bush  and  Reagsm.  The  second  reason 
stems  from  free  market  ideology  itself,  which  refuses  to  acknowledge  that 
government  can  amd  should  concern  Itself  with  monitoring  and  ameliorating 
the  effects  of  such  "microeconomic"  events  as  plant  closings.  This  position,  of 
course,  was  a  principal  source  of  opposition  to  the  1988  WARN  Act. 

In  pursuit  of  solid  Infornialiuii  about  what  wc  call  "runaway"  plants,  the 
Resource  Centor  launched  a  year  long  Invcatlgotion  funded  by  the  Norman 
Foundation  in  N«»w  York  tuid  the  John  D.  and  Catherine  T.  MacArthur 
Fouudatlou  in  Chiuugu.  I  tiavc  submitted  to  the  subcommittee  a  preliminary 
Hot  of  ooxuc  107  work  altos  identified  by  this  rcscaurch  as  having  sufTcrcd  a  losa 
of  employment  as  a  result  of  a  direct  shift  of  work  from  the  United  States  to 
Mexico. 

We  believe  it  is  critical  to  see  these  runaways  In  the  light  of  a  globalizing 
economy  that  is  following  the  lines  laid  out  for  it  by  the  pro- free  trade 
governments  of  the  world's  major  industrialized  nations.  We  have  focused  on 
Mexico  both  because  of  the  pending  North  American  Free  Trade  Agreement  and 
because  Mexico  Is  by  far  the  dominant  location  for  oflEshore  production- sharing 
by  U.S. -based  manufecturers. 

It  Is  our  strong  hope  that  the  list  will  not  be  used  to  attack  Mexican 
workers.  Far  from  "stealing"  U.S.  Jobs—as  some  in  the  labor  movement  have 
charged—Mexican  workers  find  themselves  forced  by  thefr  own  governments 
neoliberal  economic  policies  to  compete  with  their  un-and  underemployed 
compatriots  and  with  counterparts  throughout  the  world  for  the  favor  of 
Intemationed  investment  capital. 

0\ir  research  project  began  as  part  of  our  effort  to  understand  the 
ramifications  of  the  proposed  North  American  Free  Trade  Agreement.  Two  of 
the  primary  concerns  voiced  by  NAFTA's  opponents  center  on  the  fact  that  an 
agreement  would  enhance  U.S.  capital's  ability  amd  willingness  to  cross  the 
Mexican  border.  Labor  advocates,  environmentalists,  and  others  eirgue  that 
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jater  capital  mobility  will  accelerate  the  movement  of  manufacturing  Jobs 
»m  the  United  States  to  Mexico  and  encourage  corporations  to  avoid  relatively 
.let  U.S.  environmental  laws  and  regulations  by  shipping  their  most  highly 
llutlng  operations  south. 

In  making  these  points  NAFTA  opponents  have  relied  largely  on  common 
nse  and  anecdotal  evidence.  The  latter  comes  from  high-profile  cases  such  as 
:nlth's  large-scale  and  on-going  move  from  Iowa.  Indiana.  Illinois,  amd 
issourl  to  Cludad  Juarez  and  Reynosa,  and  less  well-known  examples  such 
Sonocal's  decision  to  move  its  lime  plant  from  Naco,  Arizona,  to  Naco, 
mora,  after  the  EPA  shut  it  down  for  psirticulate  noncompliance  in  1976.1 
though  both  common  sense  and  cmecdotal  evidence  can  be  persuasive,  we 
It  that  a  comprehensive  list  of  production  that  had  moved  to  Mexico  in  the 
st  decade  would  make  pro-worker  and  -environment  arguments  even  more 
>mpelllng. 

In  compiling  our  list—which  now  numbers  216--we  have  intentionally 
nltted  three-oTtfie principal  means  by  which  U.S.  jobs  Indirectly  move  abroad: 

—  7Dutsourcing»^"  This  refers  to  a  decision  to  halt  production  in  the 


nlted  States  as  part  of  a  decision  to  purchase  certain  materials  or 
imponents  from  independent  suppliers  rather  than  producing  them  in-house. 
his  problem  is  particularly  acute  in  the  apparel  industry  since  a  large 
roportlon  of  the  clothes  we  wear  are  made  by  subcontractors.  Liz  Claiborne. 
)r  exzmiple,  employed  only  250  people  in  manufacturing  In  1986,  relying 
istead  on  dozens  of  Independent  shops  in  several  countries.  Including 
[exlco.2  It  would  be  very  difficult  for  an  outside  observer  to  track  the  firm's 
tufting  supplier  base,  much  less  to  determine  which  shifts  should  be  counted 
3  runaway  production. 

—  Conversion  from  manufacturer  to  importer.  In  the  extreme  form  of 
utsourclng  a  company  retains  Its  distribution  and  marketing  networks  but 
ets  out  of  the  business  of  making  things  altogether.  Many  U.S.  consumer 
lectronics  flirms  have  taken  this  route.  After  finding  their  manufacturing  profit 


Dlcl«  Kamp,  'Lime  Dust  In  My  Children's  Lungs."  Testimony  before  the  EPA.  September  26. 
1991.  Nogales.  Arizona. 

John  H.  WUson.  'And  Now,  the  Post-industrial  CorporaUon."  Business  Week.  March  3.  1986. 
pp  64-71. 
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margins  undercut  by  Imports  they  focus  on  the  more  lucrative  business  of 
selling- -often  hawking  their  former  competitors'  products.  Even  the  marketing 
activity  can  be  short-lived,  however:  once  the  U.S.  firms  have  established 
consumer  demand  for  a  given  product,  the  foreign  manufacturer  often  decides 
to  sell  its  own  goods  under  its  own  name,  and  is  in  a  good  position  to  undercut 
Its  U.S.  partner's  retail  prices. 

"  Declining  emplojmient  due  to  Import  competition.  In  the  apparel 
Industry,  one  of  the  hardest  hit  by  low-cost  Imports,  the  paitial  relaxation  of 
U.S.  Import  controls  has  meant  that  foreign  garments  now  account  for  60 
percent  of  all  apparel  sold  in  the  United  States,  compared  to  20  percent  In 
1970.  According  to  a  union  researcher  this  surge  in  Imports  has  cost  U.S. 
workers  some  425,000  Jobs  over  Iztst  20  years. 3 

In  choosing  to  list  only  those  plants  where  a  direct  production  shift  took 
place,  we  are  also  ignoring  the  opportunity  cost  to  the  U.S.  economy  of  Jobs 
created  In  Mexico  by  the  expsmslon  of  activities  there  rather  thsm  In  the  United 
States.  Thu^-COnunins  Engine's  199 1  deg^iop  io  set  up  two  new  crankshafts 
lines  In  its  steSe^^Flhe-art  facility  i^£San  LulsPotosijatHer  than  l^^Fostoria. 
OH"Or  other  U.S.  plants  that  could  perform  the  work—does  not  appear  In  our 
list. 

Compiling  the  list  proved  to  be  a  tremendous  challenge  and  It  is  very 
likely  that  we  have  identified  fewer  than  half  the  U.S.  work  sites  that  have  lost 
some  or  all  of  their  production  Jobs  to  Mexican  plants.  There  are  a  number  of 
reasons  for  this: 

—  Few  corporations  broadcast  their  Intention  to  send  Jobs  to  Mexico, 
viewing  the  move  as  a  potential  public  relations  liability.  The  response  of  an 
executive  with  defense  contractor  Teledyne  Ryan  to  questions  about  his  firm's 
two  maquiladorsLS  was  typical:  "The  company  regsu-ds  (Its  Mexico  operations)  as 
a  proprietary  matter,  and  (company  ofiBcials)  have  no  comment."* 

"  Runaway  production  rarely  follows  the  classic  pattern  of  a  closing  in 


3  James  Parrot.  'Fashioning  an  Industrial  Strategy  for  Garment  Worliers.'  Saving 
ManufactiiTing:  Labor  Research  Reutew  #19.  p.  56) 

*  Quoted  in  Ellzatseth  I>3uglass,  'Defense  Finns  Lool<  to  Mexico.'  San  Diego  Tribune.  May  15. 
1989,  p.  AA-1.  Some  companies  make  a  different  calculation,  publicizing  a  move  to  Mexico 
In  order  to  gain  bargaining  leverage  over  unions  or  local  governments  or  to  dramaticize  wliat 
they  see  as  fidlings  In  national  or  state  economic  policies. 
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the  U.S.  accompanied  by  a  new  facility  making  the  same  product  In  Mexico. 
Instead  It  often  occurs  through  a  gradual  decline  in  orders  filled  by  one  plant 
and  a  gradual  buildup  of  work  assigned  to  another.  Tracing  such  a  shift  may 
be  further  complicated  by  an  upgrade  of  the  item  being  produced:  production 
of  the  obsolete  version  is  allowed  to  taper  off  in  one  location  as  production  of 
the  newer  model  expands  abroad. 

"  Runaway  production  can  happen  as  part  of  a  "consolidation," 
"rationalization."  or  "restructuring"  of  productive  activities  that  resembles  a 
shell  game  with  production  being  split  and  shuffled  emiong  numerous  plants. 

We  began  by  establishing  a  database  of  foreign-owned  mzmufacturers  In 
Mexico  whose  production  is  geared  to  the  U.S.  market.  The  export  orientation 
of  the  firms  is  crucial;  we  wanted  to  teirget  companies  that  replaced  U.S. 
workers  with  Mexican  workers  but  continued  to  sell  their  products  or  services 
to  the  same  U.S.  customers.  To  make  the  task  more  manageable  we  excluded 
plants  with  fewer  than  50  employees  from  our  database. 

Gathering  complete  and  accurate  data  for  Mexican  manufacturing 
operations  was  a  painstaking  task,  but  It  was  far  more  difBcult  to  gather 
systematic  information  about  plant  closings  or  permanent  layoffs  in  the  United 
States.  Before  1989  employers  were  under  no  obligation  to  make  public  their 
layoffs  or  shutdowns.  Since  the  Worker  Adjustment  jmd  Retraining  Notification 
(WARN)  Act  took  effect  early  that  year,  each  state  has  maintained  lists  of 
closings  and  large-scale  layofiis. 

But  the  WARN  Act  is  shot  through  with  loopholes  that  greatly  weaken  Its 
usefulness  to  the  workers  and  researchers.  As  the  General  Accounting  Office 
recently  reported,  a  great  many  of  the  mass  layoffs  the  act  was  intended  to 
cover  go  unreported.  From  a  resesircher's  perspective,  even  worse  is  the 
absence  of  useful  information  included  in  WARN  listings  eind  the  inaccessibility 
of  these  listings  to  the  public  in  several  states.  Only  a  handful  of  states— 
Wisconsin.  North  Carolina,  and  Illinois  stand  out-provlde  information  about 
the  product  or  industry  involved  In  a  layoff  or  shutdown.  Nesurly  one-half  fail  to 
differentiate  emiong  shutdowns,  permanent  layoffs,  amd  temporally  layoffs.  And 
ten  states,  including  California,  either  refuse  to  release  their  lists  in  any  form 
or  make  It  too  costly  or  difficult  to  obtain. 

Lacking  a  systematic  approach  to  the  problem,  we  turned  to  various 
computer-based  and  paper  Indexes  and  databases  covering  business,  industry. 
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and  general  topics.  We  sent  nearly  700  names  of  corporations  to  the 
DataCenter  In  Oakland.  California,  which  has  been  cataloging  plant  closings 
across  the  nation  since  1977.  We  scoured  the  printed  indexes  of  major 
newspapers  of  record—including  the  Wall  Street  Journal,  the  Washington  Post 
and  the  New  York  Times—through  the  1980s.  For  more  recent  years  we  used 
Dialog  Information  Services'  on-Une  Knowledge  Index,  which  offers  complete 
text  access  to  33  newspapers,  and  Predicast's  F&S  Index  Plus  Text  on  CD- 
ROM.  The  most  productive  source  of  information  on  U.S.  closings  and  layofls, 
however,  was  a  little-known  service  called  NewsBsmk.  with  headquarters  In 
New^anaan.  Connecticut.  NewsBank's  Business  Journal  Index  offers 
microfiche  copies  of  over  200  local  business-oriented  publications  from  all  50 
states,  the  District  of  Columbia,  amd  Puerto  Rico.  Because  they  cire  generally 
based  in  small  towns,  these  publications  often  provide  details  on  layofEs  and 
closings  that  are  left  out  of  larger  papers  or  magazines. 

We  also  contacted  the  reseau-ch  departments  of  the  ten  major  unions  we 
believed  are  most  affected  by  the  movement  of  manufacturing  jobs  to  Mexico. 
Two  of  the  unions— the  International  Brotherhood  of  Electrical  Workers  (IBEW) 
and  the  Intematlonsd  Union  of  Elecronlc.  Electrical.  Ssdarled.  Machine  and 
Furniture  Workers  (lUE)— had  undertaken  systematic  surveys  of  their  locals, 
and  amother— the  Amalgamated  Clothing  and  Textile  Workers  Union— had 
compiled  a  list  of  examples.  The  AFL-CIO  had  also  put  together  a  list  of  38 
affected  plants.  Unfortunately,  the  local  ofiBcials  responding  to  the  IBEW  jind 
lUE  surveys— dozens  of  whom  we  interviewed— often  did  not  know  exactly  where 
in  Mexico  their  corporate  employers  had  sent  the  work.^ 

The  foregoing  caveats  make  It  clear  that  the  attached  list  represents  only 
a  small  portion  of  the  flight  of  U.S.  jobs  to  Mexico.  And  Mexico  has  received 
only  a  portion  of  all  U.S.  Jobs  shipped  overseas.  Nevertheless  it  is  an  instructive 
list,  and  It  Illustrates  the  breadth  of  jobs  aind  regions  aiffected  by  runaway 
employers.  The  chaUenge  of  slowing  the  drain  of  manufacturing  emplojonent  is 


^  the  local  oflflctobt  stiould  not  be  iatilted  forthls  lack  of  Information,  however.  As  noted  earlier, 
corporate  spokespeople  frequently  refuse  to  reveal  where  production  Is  moving,  and  often 
flat-out  lie  about  Its  destination  or  the  reasons  for  a  cutback.  One  Industrious  unionist  at 
AT&Ts  Radford.  Virginia  plant  was  forced  to  play  detective  with  the  company's  shipping 
invoices  to  confirm  his  suspicion  that  an  AT&T  facility  in  Mexico  was  producing  ftarts  that 
had  formerly  been  made  In  Radford.  See  Michael  Martz.  'Union's  Charge  About  Mexico  Has 
Deep  Efifect.'  Richmond  Tlmes-Dlspalch.  August  16.  1992.  p.  E-1. 
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a  great  one.  But  one  very  Important  place  to  start  is  in  strengthening  the 
abilities  of  local  governments,  community  groups,  and  worlcers  to  respond  to 
threatened  plant  closures.  The  Resource  Center  does  not  take  positions  on 
specific  legislative  initiatives,  but  we  would  encourage  you  and  your  colleagues 
to  balance  the  rights  of  private  investors  to  do  what  they  want  with  their  capital 
with  the  rights  of  workers  and  communities  to  participate  in  or  at  least  be 
informed  about  decisions  that  cifTect  their  fundamental  interests. 
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AladMd  afe  the  preliniina/y  results  of  the  Resource  Center's  year-tong  investigatJon  into  the 
sNR  of  manuiacturing  jobs  from  the  United  States  to  Mexico.  We  believe  it  is  critical  to  see  this 
shift  in  the  light  of  a  globalizing  economy  that  is  following  the  lines  laid  out  for  it  by  the 
pro-busiiess  governments  of  the  world's  major  industrialized  natons.  We  have  focused  on  Mexico 
both  because  of  the  pending  North  American  Free  Trade  Agreement  and  because  Mexico  is  by 
far  the  dominant  location  for  offshore  production-shaiing  by  U.S.-based  manufacturers.  It  is  our 
strong  hope  that  the  list  wia  not  be  used  to  attacit  Mexican  wortiers,  who  far  from  'stealing'  U.S. 
jobs  find  themselves  forced  by  their  own  govemmenrs  neoliberal  economic  policies  to  compete 
with  their  un-«nd  underemployed  compatriots  and  with  counterparts  throughout  the  world  for  the 
favor  of  irtteniational  investment  capital. 

We  wil  pubGsh  a  larger,  updated  list  of  runaway  plants  in  book  form  in  May,  1993.  Runaway 
Atnehea:  U.S.  Jobs  and  Factories  on  the  Move  will  provide  background  on  international  economic 
integration.  Mexico's  maquiladora  sector,  and  the  costs  to  workers  and  communities  of  U.S. 
deindustrialization.  It  will  also  analyze  the  reasons  corporations  move  to  low-wage  export 
plationns  and  wfll  look  at  the  alternatives  available  on  the  local,  national,  and  international  levels 
to  force  cupmalions  to  be  accountable  to  their  workers  and  communities. 

Runaway  America  began  as  an  offshoot  of  the  Resource  Center's  efforts  to  understand  the 
ramifications  of  the  proposed  North  American  Free  Trade  Agreement.  Two  of  the  primary 
concerns  voiced  by  NAFTA's  opponents  center  on  the  fact  that  an  agreement  would  enhance  U.S. 
capital's  ability  and  willingness  to  cross  the  Mexican  border.'  Labor  advocates,  environmentalists, 
and  othen  argue  ttiat  greater  capital  mobility  will  accelerate  the  movement  of  manufacturing  jobs 
from  the  United  States  to  Mexico  and  encourage  corporations  to  avoid  relatively  strict  U.S. 
environmental  laws  and  regulations  by  shipping  their  most  highly  polluting  operations  south. 

In  making  these  points  NAFTA  opponents  have  relied  largely  on  common  sense  and 
anecdotal  evidence.  The  latter  comes  from  high-profile  cases  such  as  Zenith's  large-scale  and 
on-going  move  from  Iowa,  Indiana,  Illinois,  and  Missouri  to  Ciudad  Juarez  and  Reynosa  and  less 
weMnown  examples  such  as  Sonocal's  decision  to  move  its  lime  plant  from  Naco,  Arizona,  to 
Naco,  Sonata,  after  the  EPA  shut  it  down  for  particulate  noncompliance  in  1976.'  Although  both 
caramon  sense  and  anecdotal  evidence  can  be  persuasive— and  indeed  are  sufficiently  powerful 
to  put  NAFTA's  congressional  fate  in  doubt— we  felt  that  a  comprehensive  list  of  production  that 
had  moved  to  Mexico  in  the  last  decade  would  make  pro-worker  and  -environment  arguments 
even  more  compeHing. 

We  have  selected  a  relatively  narrow  definition  of  'runaway  producton':  a  long-term  net 
reduction  in  employment  at  a  U.S.  facility  accompanied  by  an  expansion  of  employment  at  a  new 
or  exisiing  Uodcan  facility  producing  an  identical  or  updated  good  or  service  and  controlled  by 
the  same  paiem  company. 

It  shoiM  be  emphasized  that  this  definition  intentionally  omits  three  of  the  principal  means 
by  \«hich  U.S.  jobs  inSinctiy  move  abroad: 

—  *Outsoufcing.'  This  refers  to  a  decision  to  halt  production  in  the  United  States  as  part  of  a 
decision  to  purchase  certain  materials  or  components  from  independent  suppliers  rather 
than  producing  them  in-house.  This  problem  is  particularty  acute  in  the  apparel  industry 
since  a  large  propoiton  of  the  ckilhes  we  wear  are  made  by  subcontractors.  Liz  Claiborne, 
(or  example,  employed  only  250  people  in  manufacturing  in  1986,  relying  instead  on  dozens 
of  independent  shops  in  several  countries,  including  Mexico.'  It  would  be  very  difficult  for 
an  outskla  observer  to  track  the  fmi's  shiftng  supplier  base,  much  less  to  determine  which 
shifK  should  be  counted  as  runaway  production. 

—  Conversion  from  manufacturer  to  importer.  In  the  extreme  form  of  outsourcing  a  company 
retains  (Is  dstributxin  and  marketing  netwoiks  but  gets  out  of  the  busineu  of  making  things 
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altogether.  Many  U.S.  consumer  electronics  firms  have  taken  ths  route.  After  finding  their 
manufacturing  profit  margins  undercut  by  imports  they  locus  on  the  more  Jucratjva  business 
of  selling— often  hawking  their  fonner  competitors'  products.  Even  the  marketing  acfvity 
can  be  shoit-lived.  however;  once  the  U.S.  fimts  have  estal)li$hed  consumer  demand  for  a 
given  product,  the  foreign  manufacturer  often  decides  to  sell  iK  own  goods  under  its  own 
name,  and  is  in  a  good  position  to  undercut  ib  U.S.  partner's  retail  prices. 

—  Declining  employment  due  to  import  competition.  In  the  apparel  industry,  one  of  the  hardest 
hit  by  low-cost  imports,  the  partial  relaxation  of  U.S.  import  controls  has  meant  that  foreign 
garments  now  account  for  60  percent  of  alt  apparel  soM  in  the  United  States,  compared  to 
20  percent  In  1970.  According  to  a  union  researcher  this  surge  in  imports  has  cost  U.S. 
workers  some  425,000  jobs  over  last  20  years.^ 

In  choosing  to  list  only  those  plants  where  a  direct  production  shift  took  place,  we  are  also 
ignoring  the  opportunity  cost  to  the  U.S.  economy  of  jobs  created  In  Mexico  by  the  expansion  of 
activities  there  rather  than  in  the  United  States.  Thus  Cummins  Engine's  1991  decision  to  set  up 
two  new  erar)ksl)aft  lines  In  its  state-of-the-art  facility  in  San  Luis  Potosf  rattier  than  in  Fostoria, 
OH— «  other  U.S.  plants  that  could  perform  the  work— does  not  appear  in  our  list. 

Compiling  the  list  proved  to  be  a  tremendous  challenge  and  it  is  very  likely  that  we  have 
Identified  fewer  than  half  the  U.S.  work  sites  that  have  lost  some  or  all  of  their  production  jobs  to 
Mexican  plants.  There  are  a  number  of  reasons  for  ttiis: 

—  Few  corporatkins  broadcast  their  intention  to  send  jobs  to  Mexico,  viewing  the  move  as  a 
potential  public  relations  liability.  The  response  of  an  executive  with  defense  contractor 
Teledyne  Ryan  to  questions  about  his  fimi's  two  maquiladoras  was  typical:  'The  company 
regards  (Its  Mexico  operations)  as  a  proprietary  matter,  and  (company  officials)  have  no 
comment."* 

—  Runaway  production  rarely  folk>ws  the  classic  pattern  of  a  closing  in  the  U.S.  accompanied 
by  a  new  facility  making  the  same  product  in  Mexico.  Instead  it  often  occurs  through  a 
gradual  decline  in  orders  filled  by  one  plant  and  a  gradual  buildup  of  work  assigned  to 
another.  Tracing  such  a  shift  may  be  hjrther  complicated  by  an  upgrade  of  the  item  being 
produced;  production  of  the  obsolete  version  is  allowed  to  taper  off  in  one  location  as 
production  of  the  newer  model  expands  abroad. 

—  Runaway  production  can  happen  as  part  of  a  'consolidation,'  'rationalization,'  or 
'restiucturing*  of  productive  activities  that  resembles  a  shell  game  with  production  being 
split  and  shuffled  among  numerous  plants. 

We  began  by  establishing  a  database  of  foreign-owned  manufacturers  in  Mexico  whose 
production  is  geared  to  the  U.S.  market  The  export  orientation  of  the  finns  is  cmcial;  we  wanted 
to  target  companies  that  replaced  U.S.  workers  with  Mexican  workers  but  continued  to  sell  their 
products  or  services  to  the  same  U.S.  customers.  We  used  several  directories  to  gather 
information  on  foreign-owned  manufacturers  in  Mexico,  but  by  far  the  most  useful  was  Tha 
Complete  Twin  Plant  Guide  (El  Paso,  TX  SOLUNET,  1991).  To  make  the  task  more  manageable 
we  excluded  plan6  with  fewer  than  SO  employees  from  our  database.  Despite  this  restriction  the 
list  contains  over  1  ,£00  foreign-owned  plants  in  Mexico.  When  available,  we  recorded  each  plant's 
primary  products,  the  size  of  its  work  force,  and  the  date  it  began  operations. 

Gathering  complete  and  accurate  data  for  Mexican  manufacturing  operations  was  a 
painstaking  task,  but  it  was  far  more  difficult  to  gather  systematic  lnformatx>n  about  plant  closings 
or  permanent  layoffs  in  the  United  Sbtes.  Before  1989  employers  were  under  no  obligation  to 
make  public  their  layoffs  or  shutdowns.  The  Department  of  Labor  collects  data  on  mass  layoffs, 
but  this  Information  is  aggregated  by  state  and  industiy  and  sheds  no  light  on  indivkJual  corporate 
activities.  Since  the  Worker  AdjusBnent  and  Retraining  Notificatran  (WARN)  Act  took  effect  in 
February  1989,  each  state  has  maintained  lists  of  closings  and  large-scale  layoffs.  But  the  WARN 
Act  is  shot  through  with  loopholes  that  greatly  weaken  its  usefulness  to  the  workers  and 
researchers.  Recent  estimates  indicate  that  well  over  half  of  the  mass  layoffs  the  act  was 
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intMMted  to  covef  go  uiuepotted.  From  a  reseafcher's  perspective,  even  worse  is  the  absence  ot 
useful  mfcMmation  included  in  WARN  listings  and  the  inaccessibility  of  these  listings  to  the  pubKe 
in  several  states.  Only  a  handful  of  states— Wisconsin,  North  Carolina,  and  Illinois  stand  . 
out— provide  information  about  the  product  or  industry  involved  in  a  layoff  or  shutdown.  Nearly 
one-half  fal  to  differentiats  among  shutdowns,  permanent  layoffs,  and  temporary  layoffs.  And  ten 
states,  including  California,  either  refuse  to  release  their  lists  in  any  form  or  make  it  too  costly  or 
difficult  to  obtain. 

Lacking  a  systematic  approach  to  the  problem,*  we  turned  to  various  indexes  and  databases 
covering  business,  industry,  and  general  topics.  We  sent  nearly  700  names  of  corporations  to  the 
OataCenter  in  Oakland,  California,  which  has  been  cataloging  plant  ctosings  across  the  nation 
since  1977.  We  scoured  the  printed  indexes  of  major  newspapers  of  record— including  the  Wall 
StTMf  Journal,  the  Washington  Post,  and  the  New  York  T(/ne»— through  the  1980s.  For  more 
recent  years  we  used  Dialog  Information  Services'  on-line  Knowledge  Index,  which  offers 
completo  text  access  to  33  newspapers,  and  Predicasfs  F&S  Index  Plus  Text  on  CO-ROM.  The 
most  productive  source  of  information  on  U.S.  closings  and  layoffs,  however,  was  a  little-known 
service  called  NewsBank,  with  headquarters  in  New  Canaan,  Connecticut  NewsBank's  Business 
Journal  Index  offers  microfiche  copies  ot  over  200  local  business-oriented  publications  from  all  SO 
states,  the  District  of  Columbia,  and  Puerto  Rico.  Because  they  are  generally  based  in  small 
towns,  these  publicatons  often  provide  details  on  layoffs  and  closings  that  are  left  out  of  larger 
papers  or  magazines. 

We  also  contacted  the  research  departments  of  the  ten  major  unions  we  believed  are  most 
affected  by  the  movement  of  manufacturing  jobs  to  Mexico.  Two  of  the  unions— the  International 
Brotherhood  of  Electrical  Workers  (IBEW)  and  the  International  Union  of  Electronic,  Electrical, 
Salaried,  Machine  and  Furniture  Workers  (lUE) — had  undertaken  systematic  surveys  of  their 
locals,  and  another— the  Amalgamated  Clothing  and  Textle  Workers  Union— had  compiled  a  list 
of  examples.  The  AFL-CIO  had  also  put  together  a  list  of  38  affected  plants.  Unfortunately,  the 
local  officials  responding  to  the  IBEW  and  lUE  surveys— dozens  of  whom  we  interviewed— often 
did  not  know  exactly  where  in  Mexico  their  corporate  employers  had  sent  the  work' 

The  foregoing  caveats  make  it  clear  that  the  attached  list  represents  only  a  small  portion  of 
the  flight  of  U.S.  jobs  to  Mexico.  And  Mexico  has  received  only  a  portion  of  all  U.S.  jobs  shipped 
overseas.  Nevertheless  it  Is  an  instnjctive  list,  and  it  illustrates  the  breadth  of  jobs  and  regions 
affected  by  runaway  employers.  The  list  and  the  research  behind  it  also  highlight  the  failure  of  the 
U.S.  government  to  collect  critical  Information  on  the  functioning  of  the  national  economy.  This 
failure  results  from  the  desire  to  downplay  the  extent  of  human  suffering  attributable  to  neoliberal 
economic  policies  as  well  as  from  free  market  ideology,  which  refuses  to  acknowledge  that 
government  can  and  should  concern  Itself  with  monitoring  and  ameliorating  the  effecb  of  such 
*microeconomic'  events  as  plant  ctosings. 

1.  NAFTA  ««dd  fVanffffMn  invasttr  eonHdwct  in  Bw  tUiriAg  povw  cT  Mcboo'i  pfo.buaif>«»  pdidM,  phiM  out  signtlcwi  US. 
kimn  10  c«t»  imparts  Iram  Muo.  and  iMIl  t»  canMr  d  gmiiy  at  coporau  Cttituloi  nMtati  to  «io  >ou>i  by  opning 
ikMS  il  MaocM  mtikttt  to  goods  producod  by  lar«^.o«nM  plants. 

i.  OM  Kanp.  nim  Dual  n  Uy  Orittan's  Lungs.'  Taoimony  bdon  Ik*  EPA.  Saptantiar  26, 1991,  Nogalaa.  Afiiona. 

9.  ,Mm  H.  Wisoi.  'And  Now,  tn  P<»t.lnduslili(  Copcralian.'  ausnHS  W—k.  U«di  }.  1968.  pp  64-71. 

4.  JaBM  PanM,  *Faal<nnng  in  Indusluisl  Sniagy  In  QamMnl  Won  vs.'  Stving  UtmitrnMnnf  Later  AasaarM  Ranaat  lit  p.  St. 

S  QimM  In  Eizifean  Douglass,  'Oolans*  Fiiins  Lodi  lo  Manco,'  Sm  DmQO  Tiitunt,  May  15. 1969,  p.  AA.I.  Soma  campanas  fflaka 
a  tfarani  calaiaPan.  puWioang  a  movo  to  Maxjco  in  ordar  to  gaai  bargauang  lovaraga  ovar  imNna  or  local  govamnanu  or  to 
ewnatda  wlial  tttay  aa*  as  taaings  in  nabontf  or  stala  aconomc  poliaaa. 

C  Oiw  ayaumabc  approadi  to  nddng  amptoymara  itiits  inWn  Bm  Uilad  SUIaa  arauld  b*  lo  usa  Dun's  Mwtal  idanbliar  Has,  «Mdi 
prwida  firm-spacrfic  inlamalen  on  manufacwing  amploymant  in  localitas  aeroas  (ha  country.  TtSs  approach  aras  usad  by  Pfolaaaar 
Dawid  IWway  ol  Vw  Umwsjty  ol  Oinos  at  CScago  to  documani  job  loaa  at  linns  in  ttia  Chicago  araa  dial  also  oparala  Uaxican 
ItcJtw  Btrf  Via  axpansa  ol  ecnducang  sutf  a  surray  across  dta  country  is  prchtbitva.  and  dia  nlcimabon  il  ganantaa  ravaais  lifla 
about  9m  raaaons  for  lOb  lossas,  ywtg  Oia  rasaartfiar  irnportanl  iaads  but  raqunng  vary  constdarapla  lallow.up  work. 

7.  Tlia  local  offioM  anoUd  not  b«  fajltad  for  Dms  ladi  ol  inlonnation,  howavar.  As  notad  aarSv,  ccrpaala  spokaspaopia  Iraquanlly 
raluia  to  rwoal  wliara  producton  ts  moving,  and  oltan  llal-out  lia  about  its  daataiauon  or  mo  raaaons  lor  a  aitbadt  Ona  industious 
unicnial  al  ATiFa  Radford,  Wyn^  pl«il  was  lorcad  to  play  dalacavo  widt  Itia  compaiy's  snipping  invacas  to  eonfim  ha  suspooi 
tial  an  AT4T  UdMy  ai  Maxieo  waa  produang  parts  But  had  lomiarty  baan  mada  in  Radlcrd.  Saa  Uitfiaal  Manz,  'Uncn's  Qtarga 
A»oul  ItoKO  Haa  Oaap  EHki,'  AxMiond  TimaaOopa/eA.  August  it.  tg«2.  p.  E-1. 
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Mr.  Chairman,  thank  you  for  the  opportunity  to  appear  today  to 
conunent  on  how  faulty  trade  statistics  tend  to  distort 
policymaking  on  International  trade.   I  think  this  problem  Is 
particularly  relevant  with  respect  to  Mexico  and  the  pending 
North  American  Free  Trade  Agreement  (NAFTA).   Specifically,  many 
times  policymakers  are  obliged  to  deal  with  trade  statistics  that 
present  a  misleading  picture  on  how  trade  Impacts  the  economy, 
and  how  trade  In  specific  goods  and  services  and  trade  with 
certain  countries  effects  our  economic  well-being. 

I  will  focus  specifically  on  three  concerns  about  the  quality  of 
our  trade  statistics.   First,  our  government  officials  insist 
time  and  again  on  telling  us  that  exports  by  definition  create 
jobs,  and  that  therefore  exports  must  be  promoted.   One  question 
the  trade  data  we  have  available  to  us  now  cannot  answer  is  the 
extent  to  which  we  are  moving  our  manufacturing  base  southward  ( a 
phenomenon  NAFTA  will  accelerate).   We  count  such  desegregating 
activity  and  cross-border  commercial  activity  within  a  company  as 
exports.   But  does  this  activity  create  jobs  in  the  process.   But 
if  we  are  merely  exporting  assembly  activity  to  Mexico  for 
products  destined  for  the  U.S.  market,  how  can  we  really  be 
creating  Jobs  for  Americans? 

Second,  it  appears  through  casual  observation  that  we  are 
exporting  large  quantities  of  capital  goods  to  Mexico.   At  some 
point,  it  is  rational  to  assume  that  these  machines  will  be 
bolted  to  a  factory  floor  somewhere  and  begin  producing 
something.   But  the  average  Mexican  worker  earns  $25  for  a  48- 
hour  work  week.   There  seems  to  be  little  likelihood  that 
Mexicans  earning  such  wages  will  be  buying  products  produced  by 
these  factories.   There  is  a  high  likelihood  that  these  products 
will  end  up  in  the  American  market.   Thus  you  can  see  that 
capital  goods  exports  may  be  a  good  example  of  exports  that,  in 
the  long  run,  may  destroy  rather  than  create  jobs. 

Third,  I  will  take  a  closer  look  at  the  export  panacea  claims 
being  made  by  many  of  NAFTA 's  proponents,  and  de-construct  their 
contention  that  exports  "support"  a  substantial  fraction  of  our 
economic  growth  and  jobs  base.   Ideological  free  traders  are  fond 
of  claiming  that  each  billion  dollars  in  exports  supports  20,000 
jobs.   Because  most  value  added  is  in  manufacturing,  most  of  the 
20,000  jobs  supported  by  the  billion  dollars  in  exports  are 
manufacturing  jobs.   Yet  the  job-destroying  impact  of  imports 
goes  unrecognized  and  undiscussed.   And,  the  contention  of  some 
that  some  exports  are  "supporting"  a  substantial  fraction  of 
overall  American  job  creation  and  economic  growth  is  simply 
false. 

PROBLEM  #1  —  WHAT  IS  AN  "EXPORT?" 

In  recent  years,  the  government  has  made  extravagant  claims 
regarding  the  degree  to  which  our  exports,  not  net  exports. 
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support  economic  growth  and  job  creation.   First,  we  need  to  take 
a  closer  look  at  how  we  define  our  "exports,"  particularly  with 
respect  to  Mexico,  with  its  Maquiladora  zones  hard  by  our 
southern  border. 

We  need  to  analyze  more  realistically  how  we  count  items  that  we 
"export"  to  factories  in  Mexico  and  other  countries  for  assembly 
and  processing,  only  to  have  these  items  come  back  to  the  United 
States  as  finished  products.  In  the  long  run,  if  we  can  get  a 
firm  idea  of  how  much  of  our  trade  with  Mexico  is  actually  parts 
and  subassemblies  being  sent  to  Mexico  only  to  be  "finished"  and 
sent  back  to  the  U.S.,  we  will  have  a  much  better  picture  of  how 
many  jobs  the  NAFTA  will  or  will  not  create. 

While  U.S.  Government  statistics-gathering  agencies  do  not 
attempt  to  identify  those  exports  being  sent  overseas  for  such 
work,  we  can  infer  what  the  value  of  re-entering  goods  may  be  by 
looking  at  tariff  data.   Special  customs  rules  apply  to  such 
items  when  they  re-enter  the  U.S.   In  1991,  we  imported  from 
Mexico  some  $14.1  billion  in  products  assembled  of  U.S. 
components,  under  the  special  tariff  rules  of  the  U.S.  Harmonized 
Tariff  Schedule  Item  9802,  according  to  the  International  Trade 
Commission. 

Our  total  exports  to  Mexico  in  1991  were  reported  to  have  been 
$33.3  billion.   This  included  some  $5.3  billion  identified  as 
Electrical  Machinery  and  Apparatus,  and  $3.9  billion  in 
Auto/Motor  Vehicle  Parts.   According  to  these  figures,  compiled 
by  the  Commerce  Department,  Electrical  Machinery  and  Auto/Motor 
Vehicle  parts  were  our  two  largest  exports  to  Mexico.   Much  of 
that  was  destined  to  be  returned,  fully  assembled  or  re- 
processed, to  the  United  States. 

An  inquisitive  person  might  wonder,  what  becomes  of  these 
products?   Once  shipped  to  Mexico,  what  kinds  of  products  are 
manufactured  there  and  sent  back  to  the  U.S.?   Perhaps  some 
insight  into  these  questions  can  be  gained  by  noting  that  three 
of  the  five  largest  categories  of  imports  from  Mexico  to  the  U.S. 
in  1991  are  Electrical  Machinery  and  Apparatus  ($5.5  billion), 
Autos  and  Motor  Vehicles  ($2.6  billion)  and  Auto/Motor  Vehicle 
parts  ($2.0  billion).    According  to  the  International  Trade 
Commission,  goods  that  enter  the  United  States  duty-free  under 
increased  in  value  from  $2.1  billion  in  1979  to  $12.5  billion  by 
1989.   Most  of  these  were  either  motor  vehicles  and  parts  or 
electrical  and  electronic  equipment. 

There  may  or  may  not  be  a  direct  correlation  between  these 
figures  and  those  for  U.S.  exports  to  Mexico  I  cited  above.   That 
is,  the  parts  exported  from  the  U.S.  may  not  go  directly  to 
manufacture  imports  intended  for  the  U.S.   But  according  to 
SECOFI,  the  Mexican  trade  ministry,  63%  of  Mexico's  imports  come 
from  the  U.S.  and  69%  of  what  Mexico  exports  comes  to  the  United 
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states. 

Apparel  Imports  and  exports  make  a  particularly  Interesting 
example.   U.S.  exports  of  apparel  to  Mexico  were  reported  at  $481 
million  in  1991.   But  other  Census  Bureau  figures  recently 
published  by  the  International  Ladles  Garment  Workers'  Union 
reveal  that  $419.2  million  in  apparel  products  were  imported 
duty-free  from  Mexico  after  being  shipped  there  for  assembly. 

PROBLEM  #2  --  ARE  WE  EXPORTING  OUR  MANUFACTURING? 

We  also  should  be  concerned  about  the  extent  to  which  we  are 
exporting  capital  goods  to  Mexico,  and  what  this  will  ultimately 
mean  for  our  long-term  balance  of  payments  with  Mexico.   A  large 
share  of  our  exports  to  Mexico  are  capital  goods,  and  this 
contributes  significantly  to  our  current  accounts  surplus  with 
Mexico.   Figures  from  the  U.S.  Department  of  Commerce  showed  some 
of  the  following  capital  exports  to  Mexico: 

Product  Category  Estimated  U.S.  Exports  to 

Mexico.  1992 

Chemical  Production  Machinery  $559  million 

Machine  Tools  S  Metalworklng  $339  million 

Equipment 

Textile  Machinery  &  Equipment  $115  million 

Food  Processing  &  Packaging  $131  million 

Machinery 

Plastics  Production  Machinery  $79  million 

According  to  the  Commerce  Department's  2992  Industrial  Outlook, 
in  1991  our  industrial  machinery  exports  to  Canada  and  Mexico 
were  nearly  twice  that  to  the  European  Community,  and  nearly  four 
times  that  to  Japan.   Given  the  recent  stagnation  of  the  Canadian 
economy,  it  seems  logical  to  assume  that  much  of  this  machinery 
was  bound  for  Mexico. 

If  this  is  the  case,  our  exports  of  capital  goods  (essentially 
factories)  could  make  up  nearly  a  fifth  of  our  total  exports  to 
Mexico . 

The  anecdotal  evidence  of  "factory  export"  is  certainly  strong. 
For  example,  it  has  been  reported  that  AT  6  T  has  been  shipping 
injection  molding  equipment  from  its  plant  in  Shreveport, 
Louisiana  to  Mexico.   This  equipment  is  used  to  manufacture 
state-of-the  art  business  and  residential  telephone  sets  which 
will  almost  certainly  end  up  making  products  being  sent  back  to 
the  U.S. 
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Looking  at  this  from  a  broader  perspective.  The  Resource  Center 
of  Albuquerque,  New  Mexico  has  produced  a  preliminary  report  on 
Its  major  project  Runaway  America.   The  Center  found  nearly  200 
separate  Instances  of  plants  moving  from  America  to  Mexico, 
Involving  the  loss  of  thousands  of  jobs.   In  counting  these 
"runaways, "  the  Resource  Center  used  a  fairly  narrow  definition. 
A  "runaway"  could  qualify  only  If  the  movement  was  characterized 
by  a  long-term  net  reduction  In  employment  at  a  U.S.  facility 
accompanied  by  an  expansion  of  employment  at  a  new  or  existing 
Mexican  facility  producing  an  identical  or  updated  good  or 
service  and  controlled  by  the  same  parent  company. 

One  can  foresee  that  such  exports,  whether  one  machine  at  a  time 
or  whole  factories,  will  eventually  saturate  the  Mexican  market, 
and  that  goods  manufactured  in  Mexico  will  eventually  begin  to 
flow  back  across  the  border  into  the  U.S.   Our  government  has 
made  no  effort  to  forecast  this  phenomenon  or  its  Impact  on  our 
economy,  and  I  would  strongly  recommend  an  effort  to  do  so. 

PROBLEM  #3  —  THE  PRO-EXPORT  BIAS  AND  THE  GOOD  JOBS-BAD  JOBS  RUSE 

Characterizing  the  economic  impact  of  exports  has  led  our 
policymakers  to  make  particularly  misleading  statements  about  how 
international  trade  effects  our  economy.   Various  government 
officials  in  recent  months  have  attempted  to  portray  exports  as  a 
central  component  of  our  economic  growth,  such  as  it  is.   Former 
U.S.  Trade  Representative  Carla  Hills  often  said  that  exports  are 
responsible  for  70%  of  America ' s  GDP  growth  in  recent  years  and 
the  creation  of  2  million  new  jobs.   In  addition.  Hills  and 
others  asserted  that  export-related  jobs  are  better  than 
domestic-related  Jobs  because  they  pay  17%  more.   Clinton 
administration  spokespersons  are  now  using  the  same  statistics. 
However,  the  assumptions  and  methodology  behind  these  statistics 
are  questionable  and  these  claims  do  not  stand  up  under  closer 
scrutiny . 

These  three  figures,  70%  of  GDP,  2  million  jobs,  and  17%  greater 
pay,  were  also  used  endlessly  during  the  House  floor  debate  last 
year  on  H.R.  5100,  the  Trade  Expansion  Act,  by  free  trade- 
oriented  Members  opposed  to  the  bill.   Their  aim:  creating  the 
impression  that  any  legislative  attempt  to  counter  foreign 
protectionism  and  industrial  targeting  would  provoke  disastrous 
retaliation  against  U.S.  exports.   Deprived  of  its  alleged 
export-led  growth,  the  U.S.  economy  would  then  fall  flat  on  its 
face.   Again,  the  statistical  evidence  cited  to  support  the  claim 
is  specious,  and  many  well-intentioned  House  members  were  misled 
into  repeating  the  Administration's  statistics. 

The  assertion  that  "exports  have  fueled  70%  of  our  economic 
growth  in  recent  years"  is  impressive  and,  if  true,  worth 
pondering  before  say  passing  new  trade  legislation  or  opposing 
the  North  American  Free  Trade  Agreement.   According  to  economists 
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at  U.S.T.R.  and  the  Commerce  Department,  it  is  derived  by 
dividing  the  increase  in  merchandise  exports  for  a  particular 
period  by  the  increase  in  GDP  for  the  same  period.   That  is, 
-EXPORTS  -  x%  of  GDP  growth. 
"GDP 

The  first  problem  lies  in  the  denominator:   GDP  growth  has  been 
anemic  in  the  Bush  years.   The  average  real  GDP  growth  rate  of 
approximately  one  percent  per  year  recorded  since  1980  is 
extremely  slow.   Such  sluggish  GDP  growth  makes  any  increase  in 
exports,  even  a  small  one,  look  impressive  measured  relative  to 
this  base.   Tacit  in  the  bragging  about  the  percentage  is  the 
admission  that  GDP  growth  has  been  abysmal.   One's  pocket  change 
expressed  as  a  percentage  of  current  GDP  growth  would  yield  a 
large  number. 

The  second  problem  lies  in  the  export  figure,  the  numerator. 
Basically,  any  component  of  national  income  —  personal 
consumption,  investment,  net  exports,  government  purchases,  or 
any  component  thereof  —  has  a  statistical  relationship  to  the 
"GDP  denominator  and  can  serve  as  the  numerator.   Consequently, 
singling  out  exports  as  "accounting  for"  70%  of  our  economic 
growth  is  unjustified.   It  creates  the  impression  that  other 
factors  have  "accounted  for"  only  30%  percent  of  the  GDP  growth 
during  the  Bush  presidency  —  an  impression  that  is  simply  false. 

For  the  years  1989,  1990  and  1991,  merchandise  exports  grew  some 
$90.9  billion  and  GDP  grew  $130.2  billion  (in  constant  1987 
dollars).   Expressed  as  a  fraction,  the  result  is: 

'exports   =    $90. 2B   =   70%  of  GDP  growth. 
■GDP       $130. 2B 

True  enough  —  with  this  methodology.   However,  during  this  same 
period,  personal  consumption  grew  by  $94.3  billion  and  government 
purchases  grew  by  $49.9  billion.   Each  of  these  figures  has  the 
same  intrinsic  relationship  to  GDP  growth  as  does  exports.   When 
expressed  as  fractions  the  respective  results  are: 

"per.  CPnsump.   =    $94. 3B   =   72%  of  GDP  growth; 
"GDP  $130. 2B 

'govt,  procure.   =    $49. 9B   =   38%  of  GDP  growth. 
"GDP  $130. 2B 

During  the  period  in  question,  consumption,  government 
expenditures,  and  exports  all  contributed  to  growing  aggregate 
demand,  and  all  can  be  expressed  as  a  percentage  of  GDP  growth. 
Thus  the  Administration  is  being  disingenuous  at  very  best  by 
focusing  on  only  one  of  the  several  contributors  to  GDP  growth. 
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In  addition,  any  figure  for  the  change  in  export  performance  as  a 
percentage  of  GDP  can  be  made  to  vary  simply  by  switching  the 
base  year.   For  example,  using  the  methodology  above  but  plugging 
in  the  Reagan  and  Bush  years  together  (i.e.  1981-1991)  shows  that 
merchandise  exports  represent  a  mere  14%  of  GDP  growth.   In 
contrast,  for  the  same  period  government  purchases  represent  22% 
and  personal  consumption  a  whopping  76%  of  GDP  growth. 

In  fact.  It  is  deceptive  to  argue  that  exports,  consumption,  or 
government  expenditures  are  the  source  of  GDP  growth.   All  of 
these  components  of  national  income  can  create  aggregate  demand 
stimulus.   So,  if  the  economy  is  below  full-employment  and  full 
capacity  utilization,  an  increase  in  one  of  these  components  can 
raise  GDP.   However,  if  the  economy  is  at  full -employment, 
expansionary  aggregate  demand  policies  will  only  raise  prices. 
Real  growth,  that  is  growth  in  potential  output,  is  not  fueled  by 
exports,  but  rather  by  savings.  Investment,  productivity  gains, 
and  technological  advances.   At  this  point  in  the  Bush 
administration,  the  savings  rate  remains  anemic  and  far  below  G-7 
rivals;  investment  has  dropped  significantly;  productivity  gains 
in  manufacturing  are  respectable  but  again  below  most  of  the  G-7; 
and  R&D  spending  is  also  down  and  below  Japan  and  Germany  on  a 
per  capita  basis. 

The  third  problem  with  the  Administration's  representations  is 
the  claim  that  exports  have  created  2  million  Jobs.   The 
methodology  that  supports  this  claim  is  complex  and  beyond  the 
scope  of  this  testimony.   However,  on  its  face  the  claim  is 
misleading.   One  would  assume  from  this  statement  that  the  2 
million  additional  Jobs  were  produced  during  the  same  time  period 
during  which  exports  "accounted  for"  70%  of  growth.   A  1992 
Commerce  Department  report  (U.S.  Jobs  Supported  By  Merchandise 
Exports )  upon  which  the  Job  figures  are  based  indicates  that 
exports  supported  2.07  million  additional  Jobs  —  but  over  a 
seven  year  time  period,  1984-1990,  not  the  1989-1991  period  of 
"70%  export-led  growth." 

The  Administration  can't  have  it  both  ways,  citing  the  two 
figures  together  but  switching  around  the  base  year  to  create  the 
best  of  both  worlds.   During  the  seven  year/2  million  Jobs 
period,  merchandise  exports  "accounted  for"  16%,  not  70%,  of  GDP 
growth.   Again  for  the  sake  of  contrast,  government  purchases 
"accounted  for"  19%  and  personal  consumption  66%  of  GDP  growth 
during  the  same  seven  year  period. 

Moreover,  the  Administration's  approach  fails  to  balance  the 
export  side  of  the  story  with  the  import  story.   Talking  only 
about  exports  gives  a  misleading  picture  of  the  effect  on  the 
economy  of  America's  total  trade  performance  —  especially  since 
foreign  competitors  skew  trade  through  sanctuary  markets  at  home 
and  government-led  industrial  policies  that  target  American 
rivals  abroad.   Although  there  is  no  question  that  exports 
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provide  Jobs,  imports  can  siphon  off  demand  for  domestically 
produced  goods,  especially  when  part  of  a  coordinated  scheme  to 
grab  market  share,  and  thus  force  a  drop  in  GDP  growth. 

It  is  fine  to  say  "exports  rose  by  $X  billion  last  year."   But, 
if  imports  exceed  exports  for  that  same  year,  international  trade 
may  well  be  placing  a  drag  on  GDP.   Given  the  fact  that  imports 
must  be  treated  along  with  exports  in  assessing  the  total  effects 
of  trade  on  GDP  growth,  it  would  be  more  accurate  to  discuss  net 
exports  (exports  minus  imports).   There,  in  spite  of  the  import 
slowdown  caused  by  the  recession,  net  exports  stood  at  a  negative 
$66  billion  in  1991  and  are  projected  to  grow  substantially  above 
that  number  for  1992. 

According  to  the  figures  cited  by  those  who  support  free  trade 
and  the  NAFTA,  each  billion  dollars  of  exports  supports  about 
20,000  Jobs.   And  Just  as  exports  can  create  Jobs,  imports  can 
destroy  them.   Looked  at  this  way,  international  merchandise 
trade  cost  the  United  States  some  1.3  million  Jobs  last  year. 
And  various  studies  of  auto  and  textile  workers  displaced  by 
imports  have  shown  that  very  few  wind  up  with  Jobs  that  pay  more 
than  or  equal  to  their  old  positions,  and  many  become  discouraged 
and  drop  out  of  the  labor  force  altogether. 

Apparently  the  Bush  Administration's  definition  of  a  good  Job  is 
one  that  was  created  by  an  export  and  a  bad  Job,  or  one  that  the 
country  didn't  need  anymore,  is  one  that  was  destroyed  by  an 
import.   Displaced  American  workers  who  formerly  held  decent  Jobs 
in  electronics,  machine  tools,  and  autos  would  hardly  agree.   So 
while  trumpeting  export-related  Job  gains,  the  Administration 
neglects  to  mention  import-related  losses  or  the  broader 
employment  situation. 

Former  President  George  Bush  promised  30  million  new  Jobs  and 
fell  about  29  million  short.   There  has  been  net  Job  creation  of 
about  1  million,  but  4  million  additional  workers  have  Joined  the 
labor  force.   Although  employment  in  service  industries  and 
government  has  grown,  there  have  been  losses  of  1.3  million  Jobs 
in  the  all-important  manufacturing  sector.     While  Job  gains 
from  export  growth  are  welcome,  the  overall  Job  creation  record 
of  the  American  economy  is  dismal  --  and  due  in  many  respects  to 
its  inadequate  trade  policy. 

A  fourth  figure  worth  discussing  is  one  cited  by  both  the  Bush 
and  Clinton  Administrations  in  support  of  its  claim  that  Jobs 
supported  by  exports  are  somehow  different  and  better  than 
"domestic"  jobs.   The  Administration  stresses  that  "wages  in  the 
export  sector  are  17%  higher  than  the  average  for  the  economy  as 
a  whole."   There  is  a  good  reason  for  the  differential:   46%  of 
the  Jobs  supported  by  exports  are  in  the  manufacturing  sector. 
This  percentage  is  much  higher  than  the  17  percent  of  total 
employment  that  manufacturing  Jobs  represent  in  the  United 
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states . 

An  additional  fact  is  necessary  to  understand  why  manufacturing 
Jobs  are  different:  Because  of  the  high  level  of  skills  involved 
and  the  high  output  which  results  when  workers  and  machines  are 
Joined  in  the  productive  process,  manufacturing  Jobs  pay 
significantly  more  than  most  others.   Weekly  compensation  in  the 
manufacturing  sector  averages  $455,  versus  $355  for  the  economy 
as  a  whole,  $371  in  financial/insurance/real  estate,  $331  in 
services,  and  $251  in  retail.   So  it  is  not  surprising  to  learn 
that  wages  in  the  manufacturing- led  export  sector  are 
significantly  higher  than  the  national  average. 

What  is  surprising  is  the  recognition  by  the  free  traders  that 
there  are  better  and  worse  Jobs  in  our  economy,  and  that  we 
should  do  something  about  preserving  the  better  paying,  high 
value-added  Jobs.   That's  exactly  why  foreign  companies  and 
governments  have  been  targeting  certain  American  industries  and 
exactly  why   appropriate  countermeasures  are  necessary.   That's 
also  exactly  why  the  kinds  of  industrial  and  technology  policies 
that  the  free  traders  still  oppose  are  so  urgently  needed  to 
preserve  a  high  value-added  structure,  or  composition,  in  our 
economy . 

The  grand  irony  here  is  that  the  free  traders,  especially  in 
citing  the  17%  differential  figure  in  support  of  the  NAFTA,  have 
inadvertently  wound  up  making  the  case  for  a  composition  policy. 
They  have  unwittingly  highlighted  the  Importance  of 
manufacturing,  and  more  specifically,  of  keeping  high-skill,  high 
value-added,  high-paying  manufacturing  Jobs  in  the  United  States. 
Yet  those  with  free  trade  prejudice  against  any  government 
Intervention  in  the  marketplace  (even  to  counter  foreign 
manipulation  of  markets),  have  remained  steadfastly  indifferent 
to  the  composition  of  our  economy  --  what  we  make,  what  we  trade, 
what  kind  of  Jobs  we  have. 

These  trade  beliefs  dictate  that  the  only  legitimate  way 
government  can  assist  economic  growth  is  by  fostering  exports. 
That's  apparently  the  only  way  that  free  traders  can  think  of  to 
create  Jobs.   But  merchandise  exports  represented  only  about  7.4 
percent  of  U.S.  economic  activity  last  year,  $422  billion  out  of 
a  $5,700  billion  economy.   And  in  choosing  to  stress  only  export- 
related  Jobs,  the  Administration  neglects  the  fact  that  exports 
account  for  only  a  small  percentage  of  private  sector  Jobs  — 
some  7  million  out  of  a  total  of  the  97  million  private  sector 
Jobs  in  this  country.   The  fact  that  the  Bush^ Administration  felt 
comfortable  simply  ignoring  the  vast  majority  of  American  Jobs  as 
it  tried  to  grapple  with  a  foundering  economy  is  indicative  of 
its  narrowly- focused,  laissez-faire  mindset.   And  not 
colncidentally,  this  mindset  helped  lead  to  the  Bush 
Administration's  downfall. 
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Those  who  are  staunchly  committed  to  free  trade  Ideology,  cannot 
entertain  the  thought  of  any  government  Intervention  In  the 
domestic  marketplace  to  create  or  defend  Jobs  there.   Taking 
these  Ideological  roots  literally,  these  free  traders  believe 
that  the  only  way  It  can  or  should  affect  markets  Is  to  create 
more  of  them  —  by  negotiating  new  free  trade  agreements  with 
amenable  foreign  governments.   What  actually  goes  on  In  the  vast 
U.S.  market  Is  apparently  not  the  government's  concern. 

If  free-traders  are  really  Interested  In  high-paying  Jobs,  why 
extol  only  merchandise  exports  and  limit  economic  policy  to  that 
class  of  goods  alone?   Why  not  promote  the  much  larger  group  of 
manufactured  goods  that  we  make  and  consume  here  at  home? 

The  Bush  Administration's  manipulation  of  statistics  to  support 
Its  free  trade  prejudices  and  political  ends  only  served  to 
obscure  the  magnitude  of  the  task  It  faced  (and  failed)  In 
restoring  sound  economic  growth.   The  United  States  Is  still 
falling  behind  In  the  International  trade  battle.   We  are  still 
running  a  large  and  growing  trade  deficit.   We  are  still 
hemorrhaging  Jobs  In  key  manufacturing  sectors.   The  country 
doesn't  need  Ideological  polemics  based  on  phony  statistics;  we 
need  real  solutions  to  very  serious  problems.   It's  high  time 
that  we  stopped  distorting  the  export  figures,  realized  the  full 
implications  of  arguments  for  more  exports,  and  adopted  a 
comprehensive  economic  strategy  for  the  country. 
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STATEMENT  OF 
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INTERNATIONAL  UNION,  UNITED  AUTOMOBILE,  AEROSPACE 

AND  AGRICULTURAL  IMPLEMENT  WORKERS  OF  AMERICA  (UAW) 

before  the 

SUBCOMMITTEE  ON  OVERSIGHT  OF  GOVERNMENT  MANAGEMENT 

COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 

UNITED  STATES  SENATE 

ON 

THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

AND  AMERICAN  JOBS 

April  28, 1993 

Mr.  Chairman,  my  name  is  Steve  Becl<man.  I  am  an  intemational  economist  for 
the  UAW.  I  appreciate  having  the  opportunity  to  appear  on  behalf  of  the  union's  1 .3 
million  active  and  retired  members.  The  UAW  has  been  involved  in  the  debate 
surrounding  the  impact  of  NAFTA  on  American  jobs.  We  have  also  commented 
extensively  on  many  of  the  studies  undertaken,  the  relevance  of  the  data  they  use  and 
the  analytical  value  of  that  data. 

I  would  like  to  comment  on  some  of  the  claims  concerning  the  contribution  of 
U.S.  exports  to  Mexico  to  American  jobs.  The  UAW  believes  that  many  of  these  claims 
are  misleading. 

The  first  issue  I  would  like  to  raise  is  the  time  period  for  comparisons  chosen  by 
those  who  argue  that  increased  U.S.  trade  with  Mexico  in  recent  years  has  created 
thousands  of  new  jobs.  In  1 981 ,  when  economic  integration  between  the  U.S.  and 
Mexico  was  not  a  high  priority  in  either  country,  when  Mexican  wages  were  on  average 
far  higher  than  today,  the  U.S.  ran  a  modest  overall  trade  surplus  with  Mexico  and  a 
substantial  surplus,  almost  $10  billion,  in  manufactured  goods  trade.  The  devastating 
debt  crisis  that  hit  Mexico  in  1982  undermined  this  U.S.  surplus  and  cost  thousands  of 
American  workers  their  jobs. 
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In  the  public  debate  and  discussion  of  NAFTA,  however,  the  Bush  Administration 
chose  to  compare  U.S.  exports  to  Mexico  in  1 986  or  1 987  with  exports  in  1 991 .  The 
comparisons  start  with  a  year  in  which  the  Mexican  economy  was  still  mired  in 
depression  and  measure  the  improvement  in  trade  between  the  two  countries  from  that 
point  to  the  current  situation  of  modest  recovery  in  Mexico's  economy  from  those 
depths.  A  longer  perspective,  going  back  to  1981 ,  indicates  that  U.S.  exports  to  Mexico 
have  not  experienced  a  revolutionary  expansion  so  much  as  a  path  toward  restoration. 
The  direction  of  the  U.S.  export  trend  is  an  issue  that  needs  further  analysis;  it  is  by  no 
means  assured  that  the  present  course  will  continue. 

The  claims  by  the  U.S.  government  and  private  employers  of  increased 
employment  for  American  workers  due  to  trade  with  Mexico  almost  always  look  only  at 
the  change  in  U.S.  exports  while  ignoring  U.S.  imports.  U.S.  exports  to  Mexico  have 
certainly  grown  rapidly  in  recent  years,  but  so  have  U.S.  imports  from  Mexico.  The 
impact  of  trade  between  the  two  countries  on  U.S.  employment  is  the  result  of  trade  in 
both  directions,  not  only  U.S.  exports.  Viewed  in  this  way.  and  using  the  aggregate 
trade  figures  that  show  a  U.S.  trade  surplus  with  Mexico,  American  jobs  related  to  trade 
with  Mexico  have,  more  or  less,  retumed  to  their  pre-debt  crisis  level;  they  have  not 
"increased"  from  that  standard  of  measurement. 

More  importantly,  in  assessing  whether  increased  U.S.  exports  to  Mexico  have 
generated  additional  American  jobs,  it  is  necessary  to  examine  the  nature  of  the  trade 
that  is  taking  place.  There  are  two  aspects  of  this  trade  that  are  excluded  from  the 
common  statements  of  NAFTA  proponents.  Many  exports  to  Mexico  are  componerrts 
that  come  right  back  into  the  U.S.  in  finished  products.  Much  of  this  trade  moves 
through  maquiladora  plants  on  the  Mexican  side  of  the  U.S.-Mexico  border.  The 
limitation  of  describing  these  shipments  as  international  trade  is  demonstrated  by  the 
fact  that  the  Mexican  government  excludes  maquiladora  trade  from  its  official  trade 
statistics.  Most  of  this  commerce  is  nothing  more  than  intra-company  shipments  that 
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move  across  a  national  border  for  minor  processing  and  then  return.  As  noted  eibove,  it 
is  the  relationship  between  the  value  of  U.S.  exports  and  U.S.  imports,  not  of  U.S. 
exports  alone,  that  determines  whether  this  trade  creates  jobs  or  not. 

The  jobs  of  American  workers  who  produce  goods  that  are  only  temporarily 
exported  from  the  U.S.  and  never  enter  the  customs  territory  of  Mexico  cannot  be 
counted  as  dependent  on  exports  to  Mexico;  it  is  the  U.S.  market  alone  that  generates 
the  income  to  support  their  jobs  and  Mexico  is  nothing  more  than  a  way-station  in  the 
shipping  and  final  assembly  process. 

The  more  interesting  aspect  of  this  process,  though,  is  the  extent  to  which  the 
use  of  a  maquiladora  plant  or  other  Mexican  assembly  facility  produces  a  substantial 
increase  in  recorded  U.S.  exports  to  Mexico  but  results  in  a  decline  in  U.S. 
employment.  As  noted  before,  judging  U.S.  employment  impact  only  by  the  size  of  U.S. 
exports  to  Mexico  produces  a  very  misleading  result.  A  few  examples  from  the  auto 
industry  should  shed  some  useful  light  on  what  the  use  of  Mexican  assembly  facilities 
means  for  American  employment. 

Many  of  the  engines  for  Ford  Escorts  and  Mercury  Tracers  assembled  in 
Hermosillo,  Mexico  are  shipped  from  the  Ford  Motor  Company's  Dearborn  Engine  Plant. 
Ford  assembles  Escorts  in  Wayne,  Michigan  as  well  as  in  Hermosillo  and  formerly  used 
a  second  U.S.  plant,  in  Edison,  New  Jersey,  rather  than  a  Mexican  plant  to  assemble 
Escorts.  None  of  the  vehicles  assembled  in  Hermosillo  is  sold  in  Mexico;  all  of  them  are 
sent  back  to  the  U.S.  and  Canada  for  sale.  If  all  of  Ford's  assembly  of  these  vehicles 
remained  in  the  U.S.,  there  would  be  no  question  of  any  jobs  related  to  their  production 
being  "created"  by  exports  to  Mexico.  However,  we  have  estimated  that  as  many  as 
80,000  of  these  engines  were  shipped  to  Mexico  last  year  for  assembly  into  vehicles 
that  were  to  be  shipped  back  across  the  border.  U.S.  exports  of  $50  million  or  so  to 
Mexico  were  generated  by  these  shipments.  Using  the  standard  Commerce 
Department  figure  of  20,000  jobs  per  $1  billion  of  exports,  1 ,000  American  jobs  were 
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"created"  by  these  exports  to  Mexico.  This  erroneous  job  claim  is  not  the  end  of  the 
misrepresentation  of  the  relationship  between  exports  to  Mexico  and  American  jobs.  If 
Ford  retained  the  second  U.S.  plant  assembling  Escorts  and  Tracers,  there  would 
have  been  no  exports  to  Mexico  and  about  2,000  more  American  assembly 
workers.  So  much  for  the  job  gains  from  increasing  U.S.  exports  to  Mexico. 

There  are  many  more  examples  of  U.S.  exports  to  Mexico  that  diminish  rather 
than  increase  U.S.  employment.  Other  Ford  parts  are  shipped  to  Mexico  for  assembly 
into  Escorts  and  Tracers,  including  steering  components  from  Indianapolis.  General 
Motors  and  Chrysler  also  assemble  vehicles  in  Mexico  that  are  shipped  back  to  the  U.S. 
for  sale  and  they  include  components  exported  from  this  country.  These  exports  are 
also  claimed  by  NAFTA  proponents  as  "creating  American  jobs".  However,  when 
Chrysler  LeBarons  return  to  the  U.S.  from  Chrysler's  assembly  plant  in  Toluca,  Mexico, 
so  do  the  exported  engine  parts  from  Trenton.  Michigan  and  transmission  parts  from 
Kokomo.  Indiana.  When  General  Motors  ships  Buick  Century  models  from  Ramos 
Arizpe.  Mexico  to  the  U.S..  it  also  sends  back  U.S.-made  engines  from  Flint,  Michigan, 
fuel  injectors  from  Coopersville,  New  York,  brakes  from  Saginaw,  Michigan  and  other 
components  as  well. 

Many  of  the  claims  of  job  creation  are  based  on  state-by-state  calculations  of 
changes  in  exports  to  Mexico  produced  by  the  U.S.  Department  of  Commerce.  It  is 
these  calculations,  when  combined  with  the  20,000  jobs  per  $1  billion  in  exports 
(another  Commerce  Department  figure),  that  have  been  used  most  often  to  produce  the 
estimates  of  jobs  created.  There  are  some  important  limitations  to  the  state  data.  The 
Commerce  Department  recognizes  these  in  a  "Statistical  Note"  to  the  publication  of  the 
data.  At  the  end  of  that  note  in  the  July  1992  publication  of  "U.S.  Exports  to  Mexico.  A 
State-by-state  Overview.  1987-1991"  it  states:  "One  should  not  rely  solely  on  the 
MISER-Census  statistics  [the  source  for  the  export  data]  when  making  statements  about 
the  contribution  of  exports  to  a  given  state's  employment  and  overall  economic  health." 
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Despite  this  caveat,  the  Bush  Administration  and  many  state  governments  have 
used  the  export  data  to  justify  support  for  NAFTA  and  identify  the  number  of  jobs 
created  by  exports  to  Mexico.  The  State  of  Michigan,  among  others,  has  made  such 
statements. 

While  it  is  true  that  exports  to  Mexico  can,  indeed,  create  jobs,  the  overall  impact 
of  U.S.-Mexico  economic  integration  for  a  state  like  Michigan  cannot  be  understood  by 
looking  only  at  its  exports.  As  a  major  auto-producing  state,  Michigan  employment  is 
very  much  dependent  on  domestic  production  in  that  industry  and  the  size  of  the 
domestic  market.  According  to  data  contained  in  a  General  Accounting  Office  (GAO) 
report  of  September  1 992  ("North  American  Free  Trade  Agreement,  U.S.-Mexican 
Trade  and  Investment  Data"),  U.S.  exports  of  "Road  vehicles  and  other  transport 
equipment"  totalled  $1 .4  billion  in  1 986  and  $4.4  billion  in  1 991 .  Imports  from  Mexico  in 
the  same  category  grew  from  $1.1  billion  to  $4.3  billion.  The  decrease  in  U.S.  net 
exports  during  this  period  was  $0.2  billion. 

The  small  drop  in  net  exports  from  1986  to  1991  should  be  put  into  a  longer 
perspective.  From  1981  to  1986,  U.S.  exports  to  Mexico  in  this  industry  fell  from  $2.8 
billion  to  $1.4  billion,  while  U.S.  imports  increased  from  $0.3  billion  to  $1.1  billion. 
These  two  figures  combine  for  a  net  reduction  in  U.S.  exports  of  $2.2  billion.  In  1981 , 
the  U.S.  had  a  surplus  of  $2.5  billion  in  auto  industry  trade  with  Mexico  and  only  a  $0.1 
billion  surplus  in  1 991 .  The  Mexican  debt  crisis  and  its  aftennath  have  cleariy  reduced 
employment  in  the  U.S.  by  increasing  U.S.  imports  from  Mexico  by  far  more  than 
exports  have  grown.  This  is  a  critical  part  of  the  assessment  of  U.S.-Mexico  trade  that 
is  missing  from  the  state-by-state  analyses  and  the  now  departed  Bush  Administration 
rhetoric. 

In  1982,  there  were  only  12,000  Maquiladora  workers  in  the  transportation  sector; 
there  are  now  more  than  1 10,000  according  to  the  Mexican  government,  a  nearly  ten- 
fold increase  in  a  decade.  During  this  period,  many  thousands  of  UAW  members  and 
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other  workers  in  the  U.S.  auto  industry  have  lost  their  jobs,  taken  earty  retirement  or 
otherwise  been  displaced  from  their  work. 

The  U.S.  govemment  has  collected  and  published  very  little  data  on  the 
relationship  of  the  Maquiladora  plants,  most  of  which  are  owned  by  U.S.-based 
corporations,  and  worker  displacement  in  the  U.S.  Even  the  trade  data  on 
IWIaquiladoras  is  lacking.  Much  of  U.S.  trade  with  Maquiladoras  enters  the  U.S.  under 
tariff  item  9802,  and  information  on  those  imports  is  published  annually.  However, 
some  U.S.  imports  from  maquiladora  plants  enters  the  U.S.  under  the  Generalized 
System  of  Preferences  (GSP)  and  some  products  may  enter  under  their  normal  tariff 
code,  which  has  a  zero  tariff.  This  means  that  the  U.S.  government  is  incapable  of 
describing  even  the  trade  impact  of  the  operation  of  the  U.S.-owned  plants  along  the 
U.S.-Mexico  border,  much  less  the  employment  impact  of  these  investments. 

The  impact  on  the  U.S.  economy  of  the  shift  in  production  and  assembly  to 
Mexico  is  much  more  dramatic  than  most  economists  would  lead  you  to  believe.  In  the 
Maquiladora  plants,  for  instance,  the  Mexican  value-added  in  1991  was  somewhere  in 
the  range  of  $5  billion  according  to  the  GAO.  The  largest  share  of  this  value  consists  of 
wori^er  compensation.  Because  worker  productivity  in  many  Maquiladora  plants  is 
equivalent  to  U.S.  levels,  but  their  pay  can  be  as  little  as  one-twentieth  of  U.S.  worker 
compensation,  the  displacement  of  American  wori^er  compensation  due  to  maquiladora 
operations  is  far  greater  than  the  $5  billion.  If  the  American  worker's  compensation  is 
ten  times  that  of  the  maquiladora  worker,  then  $50  billion  in  American  wori<er  income  is 
lost.  This  is  not  a  small  figure  or  an  insignificant  factor  in  the  economic  lives  of 
thousands  of  wori^ers  and  their  communities.  This  loss  of  income  means 
unemployment,  poverty,  family  stress,  lost  housing  and  missed  opportunities  for  the 
children  of  affected  workers. 

For  Michigan,  which  assembles  millions  of  vehicles  for  the  entire  U.S.  (and 
Canadian)  market,  exports  of  auto  parts  to  Mexico  must  be  balanced  against  imports  of 
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assembled  vehicles  from  Mexico.  From  1986  to  1992,  imports  from  Mexico  jumped 
from  less  than  60,000  to  nearly  300,000.  The  imports  of  those  vehicles  and  their  sale  in 
other  states  has  a  profound  impact  on  employment  in  Michigan,  as  do  imports  of  auto 
parts  from  Mexico.  The  usefulness  of  the  state-by-state  export  data  must  be  considered 
in  light  of  its  statistical  and  its  economic  limitations. 

In  discussing  the  relationship  between  exports  and  jobs,  the  U.S.  government 
has  made  a  blanket  assumption  that,  because  a  product  is  recorded  as  having  been 
exported  (i.e.,  sold  in  a  foreign  country),  the  job  making  that  product  is  attributable  to  the 
foreign  sale.  This  relationship  may  be  true  when  the  export  market  is  the  final 
destination  of  the  export.  It  is  the  earnings  of  the  foreign  purchaser  that  allow  the 
worker  who  made  the  product  to  be  paid.  With  U.S.  exports  to  Mexico,  as  reported  by 
the  U.S.  government,  there  is  no  such  relationship.  In  many  cases,  it  is  still  U.S. 
purchasing  power  that  is  responsible  for  the  worker  making  the  product  being  paid.  The 
fact  that  the  product  makes  a  temporary  trip  to  Mexico  is  incidental  to  the  ultimate  use  of 
the  product.  That  is  why  Mexico  excludes  maquiladora  trade  from  its  official  trade 
statistics. 

But  Mexico  includes  much  similar  trade  in  its  official  statistics  that  is  not 
conducted  in  maquiladora  plants.  The  auto  trade  I  have  described  above  is  no  different 
from  the  temporary  shipment  of  products  into  maquiladoras  for  processing  and  re- 
shipment  back  to  the  U.S.,  but  it  does  not  involve  maquiladora  plants  in  Mexico. 

Without  the  inclusion  in  the  trade  figures  of  this  "temporary  trade",  there  would  be 
a  much  smaller  increase  in  U.S.-Mexico  trade  compared  with  the  pre-debt  crisis  level 
and  even  compared  with  the  mid-1 980's  than  the  figures  that  trade  experts  repeatedly 
cite.  Those  smaller  trade  numbers  would  not  generate  as  much  excitement  about 
NAFTA  in  the  media  as  the  numbers  that  are  now  thrown  around. 

The  UAW  commends  you,  Mr.  Chaimian,  for  delving  into  the  quality  of  the  data 
that  frames  the  NAFTA  debate.  We  believe  that  many  of  the  trade  figures  used,  and  the 
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employment  relationship  attributed  to  them,  are  repeatedly  misrepresented.  A  full  and 
open  discussion  of  the  U.S.-Mexico  trade  relationship  would  be  beneficial  for  the  people 
of  both  countries  and  we  hope  this  hearing  will  contribute  to  fostering  that  discussion. 
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Introduction 


Mr.  Chairman,  it  is  a  pleasure  to  be  here  today  to  discuss  the 
state  of  our  trade  data,  especially  as  they  pertain  to  the 
proposed  NAFTA  treaty.   While  service  trade  is  a  rapidly  growinq 
sector  of  our  export  activity  with  Mexico,  I  shall  limit  my 
comments  today  to  U.S.  merchandise  trade.   Trade  data  on  selected 
business,  professional,  technical  and  financial  services  are 
compiled  separately  by  the  Bureau  of  Economic  Analysis  (BEA) . 

l^e  U.S.  merchandise  trade  statistics,  produced  by  the  Bureau  of 
the  Census,  measure  the  flow  of  goods  into  and  out  of  the  United 
states.   In  recent  years  merchandise  trade  statistics  have  become 
a  closely  watched  indicator  of  U.S.  economic  activity,   in  the 
decade  between  1982  and  1992  total  merchandise  trade  more  than 
doubled  to  just  under  $l  trillion  annually  and  now  represents 
roughly  16.5  percent  of  the  country's  Gross  Domestic 
Product  (GDP).   Exports  account  for  7.5  percent  of  GDP,  imports 

Mexico  currently  is  our  third  largest  trading  partner.   In  1992 
U.S.  exports  to  Mexico  totaled  $40.6  billion,  (9  percent  of  total- 
exports);  we  imported  $35.2  billion  in  merchandise  from  Mexico. 
(6.6  percent  of  total  in^orts) .   Thus,  our  exports  to  Mexico 
exceeded  inr^jorts  from  Mexico  by  $5.4  billion. 

We  feel  that  the  existing  data  on  merchandise  trade  with  our 
^^=^"'^^^°'^^  E^^^°®"'  including  Mexico,  are  adequate  to  monitor 
trade  flows.  While  our  data  do  not  specifically  address 
maquiladora  trade,  the  same  level  of  detail  data  is  available  for 
Mexico  that  is  currently  being  used  successfully  to  monitor  the 
U.S. /Canada  Free  Trade  Agreement.   We  know  of  no  new  data 
requirements  resulting  from  the  NAFTA. 

The  Census  Bureau  has  undertaken  a  variety  of  activities  to 
evaluate  and  improve  the  quality  of  its  trade  statistics.   In 
ract,  the  trade  statistics  program  may  be  the  most  imjroved 
program  supporting  any  economic  indicator  in  the  past  few  years. 

^,J,^     K^tt''''^^   ^?  "?"  ^^^^^^   ^^'^e^'  studies  indicate  the 
quality  of  the  statistics  are  generally  good;  they  are  equal  to 
if  not  better  than,  those  of  our  major  trading  partners 

Now  I  will  address  the  specific  questions  posed  by  the 
Subcommittee.  f  j 

Strengtha  and  Weaknesses  of  the  U.S.  Trade  Data 

The  following  testimony  is  based  on  the  premise  that  the  current 
fo^nS?^''^  °°  ^^^Customs  Services'  administrative  record  process 
to  obtain  merchandise  trade  data  substantially  dictates  the  level 
and  type  of  data  available;  in  many  cases  providing  more 
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information  than  can  be  obtained  through  other  sources.   However, 
for  Canada  and  Mexico,  the  future  source  for  obtaining 
merchandise  trade  data  is  subject  to  change.   Administrative 
records  may  cease  to  exist  since  both  the  U.S. /Canada  Free  Trade 
Agreement  and  NAFTA  provide  for  phasing  out  tariffs  over  a  period 
of  years.   Planning  is  currently  underway  at  the  Census  Bureau  on 
alternative  data  sources.   The  experiences  of  the  European 
Economic  Community  in  Europe  '92,  where  all  intra- community 
Customs  controls  are  eliminated,  are  of  great  interest  and  will 
provide  a  model  for  consideration. 

The  compelling  strength  of  our  trade  data  is  that,  unlike  most 
other  U.S.  economic  statistics,  which  are  estimates  based  on 
sample  surveys,  the  merchandise  trade  statistics  represent  a  full 
tabulation  of  official  information  required  by  the  U.S.  Customs 
Service  tor  import  tariff  collection  and  export  administration. 
Not  only  are  the  administrative  records  a  complete  and  accurate 
source,  the  level  of  detail  available  from  those  records 
generally  exceeds  any  data  that  could  be  collected  from  surveys. 
The  U.S.  merchandise  statistics  include  all  transactions,  except 
those  specifically  excluded  by  law  or  regulation,  such  as 
shipments  valued  less  than  $1,250  and  $2,500  for  imports  and 
exports,  respectively.   To  put  this  task  in  perspective,  we 
compile  data  for  over  2  million  import  and  export  transactions 
every  month. 

The  resulting  U.S.  trade  statistics  are  among  the  most 
detailed  economic  statistics  available,  providing  14,000 
import  and  8,000  export  commodity  categories  based  on  the 
internationally  comparable  Harmonized  Commodity  Description 
and  Coding  Classification  System  (HS) .   The  data  provide  value 
and  quantity  information  on  trade  flows  with  over  200  trading 
partners . 

The  trade  statistics  satisfy  a  broad  spectriim  of  users  from  those 
who  establish  national  economic  policy,  such  as  the  President's 
Council  of  Economic  Advisors,  to  other  government  agencies, 
academia,  trade  associations,  the  transportation  industry  and 
individual  firms  attempting  to  find  markets  for  their  specific 
products.  The  use  and  close  scrutiny  of  the  data  is  evident  in 
the  newspaper  and  magazine  articles,  which  appear  almost  daily, 
and  is  reflected  in  the  hundreds  of  requests  for  data  received  at 
the  Census  Bureau  each  month. 

Over  90  percent  of  import  and  50  percent  of  export  transactions 
are  collected  directly  from  the  respondents  by  automated 
processes  that  ensure  high  quality  while  minimizing  reporting 
burden.   Recent  comparison  of  our  trade  data  with  those  of  our 
major  trading  partners,  such  as  Japan  and  the  European  Community, 
confirm  the  c[uality  of  the  U.S.  trade  data. 
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While  our  iitport  statistics  are  judged  to  be  complete,  recent 
Census  Bureau  studies  show  minor  underreporting  of  U.S.  exports. 
Worldwide,  imports,  because  of  the  enforcement  of  tariffs  and 
quotas,  are  more  complete  and  accurate  than  export  data.   The 
results  of  trade  data  con^arisons  with  major  trading  partners, 
coupled  with  the  results  from  joint  Census  Bureau  and  Customs 
Service  audits  of  export  operations  at  major  ports  of  exit,  place 
this  undercount  at  3  to  4  percent  (excluding  Canada  which  is 
virtually  zero) ,  or  $11  billion  to  $14  billion  annually,  based  on 
1992  totals. 

In  addition,  the  Census  Bureau  estimates  that  approximately  one 
third  of  the  export  documents  require  some  additional  work  to 
resolve  faulty  and  missing  information.   Such  problems  mainly 
affect  data  items  such  as  commodity  classification  and  quantities 
rather  than  the  total  value  of  the  shipment. 

One  of  the  reasons  for  this  is  that  the  exporting  community  is 
large  and  constantly  changing  (over  100,000  firms)  making  it  very 
difficult  to  educate  all  exporters.   In  fact,  although  over  75 
percent  of  export  value  is  accounted  for  by  1,000  exporters,  over 
50,000  exporters  have  only  one  shipment  a  month,  or  less. 

We  have  taken  a  number  of  steps  to  improve  quality.   The  Census 
Bureau  and  the  U.S.  Customs  Service  funded  a  study  by  the 
National  Research  Council  of  the  National  Academy  of  Sciences 
entitled  "Behind  the  Numbers,  U.S.  Trade  in  the  World  Economy." 
This  1992  study,  authored  by  leading  members  of  academia  and  the 
private  sector,  recommended  numerous  improvements  to  the  trade 
statistics  in  both  the  merchandise  and  service  sectors.  We  have 
closely  evaluated  the  recommendations  and  have  adopted  many.   For 
example,  the  Census  Bureau,  following  the  recommendations,  has 
greatly  expanded  both  the  automated  collection  and  dissemination 
of  the  trade  data.   We  have  virtually  eliminated  "carry-over," 
where  transactions  were  recorded  in  the  wrong  month  and  we  have 
converted  to  the  international  Harmonized  System  of  product 
classification.   We  have  extended  our  trade  data  reconciliation 
studies  to  other  major  trading  partners  such  as  Australia  and 
Korea.   Other  recommendations,  such  as  the  proposal  to  develop  an 
alternative  seasonal  adjustment  methodology,  serve  as  future 
goals. 

The  Census  Bureau  has  taken  a  number  of  other  steps  to  improve 
its  trade  statistics.   First,  we  have  an  ongoing  progreun  to 
educate  exporters  who  sxibmit  incomplete  or  faulty  documentation. 
Under  this  progreun  we  have  returned  over  75,000  faulty  export 
documents  with  a  letter  of  instruction  on  how  to  correctly 
prepare  the  document.   This  effort  has  resulted  in  a  20 -percent 
reduction  in  the  rates  of  selected  reporting  errors  of  targeted 
exporters.  We  are  now  concentrating  on  making  personal  calls  to 
those  exporters  responsible  for  large  numbers  of  reporting 
errors.   In  addition,  the  Census  Bureau  has  conducted  60  seminars 
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on  export  document  preparation  for  over  4,000  exporters  in  25 
cities.  While  in  those  cities  we  also  held  training  sessions  for 
local  Customs  Service  officials. 

As  a  longer  term  means  of  iit^roving  quality,  the  Census  Bureau 
promotes  a  program  of  automated  reporting  by  exporters. 
Currently  data  for  over  20  percent  of  exports  is  collected 
directly  from  automated  exporters  through  this  program. 

In  addition,  data  for  another  30  percent  of  export  tramsactions, 
representing  all  exports  to  Canada,  are  received  in  automated 
^orm  from  the  Canadian  government  under  the  provisions  of  a 
U.S. /Canada  data  exchange  agreement.   Under  this  agreement,  each 
country  uses  the  counterpart  import  data  as  a  proxy  for  its 
national  export  statistics.   By  utilizing  counterpart  import 
statistics,  we  were  not  only  able  to  produce  better  statistics 
but  reduced  respondent  burden  by  eliminating  2.5  million  export 
documents  einnually.   Implementing  this  progreun  followed  a  period 
of  detailed  study  of  the  differences  between  the  two  statistical 
systems  and  changes  by  both  countries  to  eliminate  those 
differences. 

Finally,  we  are  working  with  the  U.S.  Customs  Service  on  the 
Automated  Export  System,  which  is  modeled  on  the  Customs 
Service's  highly  successful  automated  import  system  and  which 
would  allow  the  Customs  Service  to  collect  and  automatically 
check  all  the  submitted  export  data.   This  program  currently  is 
being  tested  in  Charleston,  South  Carolina.   This  system  is  being 
implemented  incrementally  and  is  planned  for  nationwide 
completion  in  several  years. 

U.S.  Statistics  on  Trade  with  Mexico 

U.S.  statistics  on  trade  with  Mexico  exhibit  the  Scune  strengths 
and  weaknesses  as  described  above.   The  overall  underreporting  of 
exports  to  Mexico  may  be  slightly  higher  than  for  general  trade 
because  of  the  high  percentage  of  trade  exported  via  overland 
transportation.  Approximately  90  percent  of  the  value  of  U.S. 
exports  to  Mexico  moves  by  truck  or  rail.   Since  some  U.S. 
exports  to  Mexico  are  shipped  in  small  trucks,  vans  or  cars  the 
U.S.  Customs  Service  has  difficulty  in  distinguishing  such  trade 
from  general  passenger  traffic,  increasing  the  likelihood  of 
underreporting.   To  inqprove  the  statistics,  we  are  concentrating 
many  of  our  exporter  education  efforts  along  the  Mexican  border 
to  help  the  exporters  better  understand  the  reporting 
requirements. 

The  Census  Bureau  is  currently  working  with  Mexico's  statistical 
agency.  Institute  Nacional  de  Estadistica,  Geografia  e 
Informatica,  (INEGI)  in  a  trade  data  reconciliation  project 
designed  to  identify  and  investigate  where  one  partner's  export 
data  are  signif icemtly  different  from  the  other  partner's 
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inports.  While  not  aimed  specifically  at  maquiladora  trade,  this 
activity  allows  the  agencies  to  evaluate  the  quality  of  the 
overall  trade  statistics  and  identify  areas  for  improvement. 

S'fr,?;^*  ^^""^  '^^^^   include  articles  assembled  in  maquiladora 
plants  containing  previously  exported  U.S.  components  but  the 
data  do  not  identify  maquiladora  products  specifically.   The  data 
include  the  total  value  of  the  imported  product,  including  the 
value  of  U.S.  components.   The  Census  Bureau  cortroiles 
supplemental  data  on  imports  entered  under  Harmoni?:Pri  T'TJ^'^' 
f»n^'^nn«n?n  '^%  Y^j^'"'^   "'^'^^^^  Anx^Qt^tPd  (HTsSsA)  number   ' 
Itri^l  ^l       T^c  9802.00860  (articles  assembled  abroad  wholly  or 
partly  from  U.S.  components)  separating  the  value  of  U.S  and 
foreign  con^jonents.  Although  these  data  cover  more  than 
maquiladora  products,  and  not  all  maquiladora  products  may  be 
recorded  under  this  provision,  they  provide  the  best  available 
approximation  of  this  type  of  trade  with  Mexico.     ^^aiiaoie 

Jhoroighly'later!"^  '''"^'  "^'^"'"^  '°  maquiladora  trade  more 
State  Data 

J^L^f^r^  ®"''?^^  currently  publishes  data  on  exports  by  state 
compiled  from  information  provided  on  the  export  document.   Prior 
nP.r^l^^'T  °^  ^^"  ^^^^  information  was  unreported  for  2out  2^ 
percent  of  export  transactions.   Beginning  in  January,  the  Census 
Bureau  began  using  the  ZIP  Code  of  the  exporter  to  id4ntily 
state,  raising  the  reporting  level  to  over  95  percent 

S^''^f°\''°  °^^^''   Census  Bureau  data  sources  confirtiis  this 
cnange  to  be  an  iir^jrovement  in  quality. 

f^^o?/^^^  ^""t   ^^^il^le  to  the  public  only  for  much  higher 
levels  of  product  aggregation  than  is  used  for  the  general  trade 
2t«ni   ^^  release  of  more  detailed  data  at  the  staS  !evel  woSd 
fif^i°^^  confidential  business  information  from  individuS 

State  of  destination  data  are  not  available  for  imports   The 
^^o^^^'^  ^''^^r  °^l^''   represent  the  business  add^sses  of 
in^orters  rather  than  destinations  for  the  imported  goods.   Test 
compilation  of  state  data  shows  disproportionally  lalge  volumes 
^aliSSa.^"^^"'^"^  '°  '"^^  ^°'^  ^"^""^^   such^as  nIw  JoriTor 

?or^ti^ol:^?=''^V^''^  the  Customs  Service  to  correct  the  problem 
for  imports   However,  it  is  becoming  apparent  that  at  the  time 
of  inportation  the  importer  may  often  t?5ly  not  taow  the  statS 
nnM^^n'"'^.^^^  ^°°^?  ^"  ultimately  destined.   ThSefore?  Hit 

^irtLi^nl   ^^  ''"''  ^"^^  ^^^^  definitive  state  data  ^ItSoJgh 
we  are  making  improvements.  '^uyn 
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Intra -Company  Trade  Data  I 

The  Census  Bureau  has  recently  produced  initial  import  data  on      j 
trade  between  related  firms.   "Related  party  trade"  includes 
imports  into  the  United  States  by  U.S.  companies  from  their 
subsidiaries  cUoroad  as  well  as  imports  by  U.S.  subsidiaries  of 
foreign  con^anies  from  their  parent  con^anies.   It  is  defined  as    : 
transactions  between  parties  with  various  types  of  relationships    ' 
including ... "Any  person  or  firm  directly  or  indirectly  owning, 
controlling,  or  holding  with  power  to  vote,  6  percent  or  more  of 
the  outstanding  voting  stock  or  shares  of  any  orgeuiization. . . " 

Although  exporters  are  required  to  answer  similar  questions  on 
relationship,  a  lower  response  rate  does  not  allow  the  Census 
Bureau  to  compile  accurate  related  party  export  statistics  at 
this  time.   However,  our  education  program,  referenced  earlier,     i 
includes  proper  reporting  of  this  item  as  part  of  the  training      | 
package .  | 

U.S.  Exports  to  Mexico 

You  asked  whether  U.S.  export  data  identify  parts  and  new  or  used  I 
capital  equipment  related  to  the  assembly  of  U.S.  products  in  | 
Mexico  and  whether  they  identify  the  amount  or  percentage  of  1 
exported  parts  that  eventually  return  to  the  United  States  as 
finished  products  or  the  percentage  of  parts  shipped  to  Mexico  ) 
that  were  once  assembled  in  the  United  States.  | 

Regulations  do  not  require  exporters  to  differentiate  goods        j 
intended  for  use  in  maquiladora  operations  from  other  exports  to    j 
Mexico.  Machinery  and  other  capital  equipment  sent  to  a 
maquiladora  are  counted  as  U.S.  exports.  While  the  United  States 
collects  data  on  new  and  used  goods  separately  for  a  few 
commodities,  such  as  aircraft  and  motor  vehicles,  in  most  cases 
new  and  used  merchandise  is  not  differentiated.   Likewise, 
exporters  are  not  required  to  report  whether  their  products  are 
intended  for  processing  and  return  or  for  consumption  outside  the 
United  States. 

U.S.  export  or  import  statistics  currently  do  not  completely 
measure  the  cimount  or  percentage  of  exported  parts  that 
eventually  return  to  the  United  States  as  finished  products. 
While  there  is  information  on  U.S.  components  incorporated  into 
imported  goods,  the  reporting  code  is  designed  for  duty  purposes 
and  may  not  present  a  comprehensive  picture  of  the  use  of  U.S. 
components.   Data  on  U.S.  components  also  include  goods  produced 
in  nonmaquiladora  plants,  and  excludes  shipments,  both  from 
maquiladora  operations  and  from  other  sources,  where  the  importer 
either  cannot  prove  U.S.  origin  (or  chooses  a  reporting  option 
that  does  not  require  component  identification) . 

Information  from  the  trade  statistics  program  on  what  parts  are 
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shipped  to  Mexico  that  once  were  assembled  in  the  United  States 
does  not  exist. 

You  also  asked  whether  trade  data  distinguish  between  parts 
sent  to  Mexico  for  assembly  euid  finished  products  sent  for 
consun^Jtion  and  between  maquiladora  and  nonmaquiladora 
destinations.  The  U.S.  trade  data  make   no  distinction  between 
parts  sent  to  Mexico  for  assembly  aind  reexport  to  the  United 
States  and  finished  products  sent  for  consultation  in  Mexico.  He 
also  do  not  distinguish  between  exports  of  parts  or  capital 
equipment  whether  to  maquiladora  and   other  destinations. 

Availability,  Accessibility,  Reliability  and  Detail  of  the  Data 

The  U.S.  data,  whether  for  trade  with  Mexico  or  with  euay  other 
partner,  are  readily  available  in  a  variety  of  formats.   The  most 
detailed  data  are  for  10 -digit  Harmonized  System  commodity  codes 
by  partner  country  and  U.S.  Customs  district.   This  information 
is  availeible  in  printed  form,  on  CD-ROM  disks  and  on  macfnetic 
tapes.   These  data  are  availeible  for  a  fee  from  the  Census  Bureau 
or  the  Government  Printing  Office,  depending  upon  the  specific 
request.   Our  standard  data  products,  including  printed  reports 
and  CD-ROM  disks,  are  also  available  for  use  at  approximately  600 
Federal  depository  libraries,  at  Census  Bureau  regional  offices 
and  at  selected  International  Trade  Administration  district 
offices. 

Other  sources  of  data  may  prove  useful .   The  BEA  currently 
produces  data  on  U.S.  exports  to  or  imports  shipped  by  Mexican 
affiliates  of  U.S.  conqpanies  and  U.S.  affiliates  of  Mexican 
companies  based  on  its  surveys  of  U.S.  direct  investment  abroad 
and  foreign  direct  investment  in  the  U.S.   For  Mexican  affiliates 
of  U.S.  coR^anies,  data  are  available  annually  by  industry  of 
affiliate  and  by  whether  the  goods  were  shipped  to  or  from  the 
U.S.  parent  con^any  or  to  or  from  others.   Every  5  years,  data  by 
broad  product  category  and,  for  exports,  by  whether  the  goods 
were  for  further  processing,  for  resale  without  further 
processing,  or  were  capital  equipment  for  use  by  the  affiliate, 
are  available.   However,  for  Mexican  affiliates,  no  distinction 
is  made  between  maquiladora  and  nonmaquiladora  operations.  Also, 
not  all  macjuiladoras- -those  that  are  very  small  and  those  that  do 
not  take  title  to  the  goods- -may  be  subject  to  the  reporting 
requirements  of  BBA's  surveys;  thus,  the  BEA  data  may 
significantly  understate  U.S.  trade  with  maquiladoras .   In 
addition,  the  Census  Bureau's  Annual  Survey  of  Manufactures 
provides  information  on  levels  of  eir^loyment  and  shipments  for 
specific  manufacturing  sectors.   A  separate  report  estimates,  for 
each  state,  the  number  of  jobs  directly  and  indirectly  related  to 
exports  of  manufactured  goods.   The  Census  Bureau  and  the  Bureau 
of  Lcibor  Statistics  produce  a  joint  quarterly  report  on  trade  and 
employment  that  provides  measures  on  changes  in  U.S.  inports, 
exports  and  employment.   Data  in  the  report  are  presented  in 
terms  of  commodities  orgeuaized  by  origin  of  production.   Such  an 
arrangement  facilitates  the  comparison  of  change  in  imports  and 
exports  with  changes  in  domestic  en^>loyment. 

Mr,  Chairman,  that  concludes  my  testimony.   I  will  be  happy  to 
answer  emy  questions. 
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U.S.  TRADE  DATA: 
LIMITATIONS  OF  U.S.  STATISTICS  ON  TRADE  WITH  MEXICO 

SUMMARY  OF  STATEMENT  BY  ALLAN  I.  MENDELOWITZ,  DIRECTOR 

INTERNATIONAL  TRADE,  FINANCE,  AND  COMPETITIVENESS  ISSUES 

GENERAL  GOVERNMENT  DIVISION 

U.S.  trade  statistics  undercount  U.S.  exports,  according  to 
several  assessments.   For  example,  when  the  United  States  and 
Canada  reconciled  their  trade  data,  they  discovered  that  reported 
U.S.  exports  were  much  less  than  recorded  Canadian  imports  from 
the  United  States.   In  1987,  the  United  States  and  Canada  signed 
an  agreement  to  exchange  administrative  records  on  imports  and 
use  this  information  to  determine  each  country's  exports  to  the 
other.   The  Bureau  of  the  Census  is  attempting  to  reconcile  data 
on  U.S.  trade  with  Japan,  South  Korea,  Australia,  the  European 
Community,  and  Mexico. 

Although  considered  to  be  more  accurate  than  export  data,  import 
data  also  have  problems.   The  U.S.  Customs  Service  and  the  U.S. 
Bureau  of  the  Census  attempt  to  identify  and  correct  errors  in 
the  data  filed  by  importers  and  to  ensure  that  information  is  not 
lost  or  altered  inadvertently  as  it  goes  through  the  many 
collection  and  processing  steps. 

According  to  Census  officials,  U.S.  trade  data  probably 
undercount  U.S.  exports  to  Mexico.   Also,  it  is  difficult  to  use 
the  data  to  unravel  linkages  between  exports  to  Mexico  of  parts 
and  components  and  imports  to  the  United  States  of  related  items. 
The  exports  may  leave  the  United  States  under  one  tariff 
classification,  and  the  item  made  from  the  parts  or  components 
may  return  under  a  different  tariff  classification. 

Mexico's  maquiladora  program  allows  Mexican  and  foreign  Investors 
to  establish  manufacturing  plants  in  selected  areas  of  Mexico  to 
produce  products  for  export,  and  exempts  their  imports  from 
certain  customs  duties.   U.S.  trade  data  do  not  distinguish  U.S. 
trade  with  maquiladora  companies  from  other  trade  with  Mexico. 

While  U.S.  trade  with  maqulladoras  cannot  be  measured  directly, 
such  trade  can  be  estimated  using  statistics  for  imports  that 
enter  the  United  States  from  Mexico  under  production-sharing 
arrangements.   Imports  from  Mexico  under  these  arrangements  can 
be  used  to  estimate  U.S.  imports  from  maquiladora  firms  because 
it  is  believed  that  most  such  imports  are  from  maqulladoras.   It 
is  not  known  how  accurate  these  estimates  are.   This  Inaccuracy 
limits  analysts'  ability  to  directly  link  trade  with  maqulladoras 
using  U.S.  trade  data. 

If  NAFTA  is  implemented,  it  may  be  more  difficult  to  collect 
accurate  trade  data  because  Customs  may  have  fewer  reasons  to 
closely  monitor  the  collection  of  this  information. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  testify  on  the  quality  of  U.S. 
trade  data.   I  will  focus  my  comments  on  the  limitations  of  trade 
data  In  general,  and  on  the  specific  limitations  we  encountered 
In  our  work  on  U.S. -Mexican  trade  Issues,  particularly  In  the 
magulladora  program. 

BACKGROUND 

Merchandise  trade  data  have  many  Important  uses.   At  the  broadest 
level  they  are  used  to  calculate  the  monthly  U.S.  trade  balance, 
which  has  become  one  of  the  most  closely  watched  of  the  nation's 
economic  Indicators.   The  U.S.  Customs  Service  has  relied  on 
trade  data  to  enforce  quotas  and  other  restrictions  on  Imports. 
Commerce's  International  Trade  Administration  and  the  Office  of 
the  U.S.  Trade  Representative  also  use  these  data  to  develop  and 
monitor  the  effects  of  trade  policies.   In  addition  to  the 
federal  government,  major  users  of  merchandise  trade  data  Include 
state  and  local  governments,  businesses,  and  the  academic 
community. 

The  Treasury  Department's  U.S.  Customs  Service  and  the  Commerce 
Department's  Bureau  of  the  Census  share  responsibility  for 
compiling  statistics  on  U.S.  merchandise  trade.   One  of  Customs' 
primary  missions  Is  regulating  the  flow  of  merchandise  Into  and 
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out  of  the  country.   To  perform  this  mission.  Customs  Is  supposed 
to  collect  Information  on  the  nature,  value,  quantity,  and  origin 
or  destination  of  virtually  every  shipment  imported  to  or 
exported  from  the  United  States.   Customs'  main  reason  for 
collecting  this  information  is  to  determine  if  proper  duties  and 
fees  have  been  paid  on  the  shipments  and  to  ensure  that  the 
shipments  have  complied  with  all  Customs  laws  and  regulations. 
However,  this  information,  together  with  other  data  on  trade  in 
services,  also  forms  the  basis  for  the  statistics  on  the  U.S.' 
trade  position  with  other  countries. 

Over  90  percent  of  import  information  is  submitted  by  Importers 
or  their  brokers  through  an  electronic  data  Interchange  with 
Customs.   According  to  Census  officials,  about  50  percent  of  all 
export  information  Is  also  submitted  to  Census  using  an  automated 
system.    The  remainder  is  submitted  using  a  paper  reporting 
process .   Customs  transmits  data  to  Census  on  shipments  it 
approves  for  entry  or  export.   Census  then  summarizes  the  data 
and  releases  them  to  the  public  in  a  series  of  reports. 


UNDERCOUNTIWG  OF  U.S.  EXPORTS 
IS  A  LONG-STANDING  PROBLEM 


The  federal  government  has  long  suspected  that  U.S.  exports  have 
been  undercounted .   However,  it  was  not  until  1971,  when  the 
United  States  and  Canada  agreed  to  ccmduct  an  annual 
reconciliation  of  their  trade  data,  that  the  extent  of  this 
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problem  was  discovered.   The  reconciliation  showed  that  reported 
U.S.  exports  were  much  less  than  recorded  Canadian  Imports  from 
the  United  States.   By  1986,  the  discrepancy  was  up  to  $11.5 
billion,  or  20  percent  of  the  reported  northbound  trade  between 
the  United  States  and  Canada. 

Other  studies  have  shown  that  this  problem  Is  not  limited  to 
exports  to  Canada.   For  example.  In  1989  the  Census  Bureau  found 
that  $6.7  billion  of  exports  through  airports  were  not  Included 
In  U.S.  trade  statistics  because  exporters  or  their  agents  had 
failed  to  file  export  documents.   This  amount  was  equivalent  to 
about  7  percent  of  the  value  of  merchandise  the  United  States  was 
reported  to  have  exported  by  air  In  1988.   Also,  a  1992  study  by 
the  National  Research  Council  estimated  that  In  recent  years  the 
United  States  had  exported  from  $10  billion  to  $20  billion  more 
than  reported. 

According  to  Census  and  Customs,  Customs  does  not  strictly 
enforce  requirements  that  exporters  submit  documents  accurately 
describing  the  type,  value,  and  destination  of  the  goods  to  be 
exported.   Consequently,  exporters  are  less  diligent  in  reporting 
their  shipments  accurately  or  at  all.   Import  data  are  believed 
to  be  more  accurate  and  complete  than  export  data  because  Customs 
inspectors  and  iBq;>ort  specialists  need  Import  documents  to  assess 
duties  and  enforce  import  restrictions.  There  is  no  comparable 
incentive  to  scrutinize  export  documents. 
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EFFORTS  TO  IMPROVE  EXPORT  DATA 

In  1987,  the  United  States  and  Canada  signed  an  agreement  to 
exchange  administrative  records  on  Imports  and  use  this 
Information  to  determine  each  country's  exports  to  the  other. 
U.S.  and  Canadian  Import  statistics  are  considered  to  be  more 
accurate  than  their  export  statistics  because  each  country's 
Customs  agency  requires  that  Importers  file  documentation  at  the 
time  of  entry  of  merchandise.   Canadian  and  U.S.  officials  agree 
that  the  exchange  has  Improved  U.S.  and  Canadian  export  data. 

Census  currently  does  not  use  Import  data  from  nations  other  than 
Canada  to  determine  U.S.  exports.   However,  Census  has  ongoing 
efforts  to  reconcile  data  on  U.S.  trade  with  Japan,  South  Korea, 
Australia,  the  European  Community,  and  Mexico.   The  objective  of 
these  reconciliations  Is  to  give  Census  a  better  Idea  about  the 
quality  of  Its  trade  data.   Census  has  published  the  results  of 
reconciliations  for  1989  trade  with  Japan,  the  European 
Community,  and  South  Korea. 

These  reconciliation  efforts  cannot  completely  account  for  the 
differences  in  trade  data  nor  do  they  permit  the  exact  amount  of 
U.S.  undercounted  exports  to  be  determined.   Census  and  the 
reconciliation  partner  nations  can  adjust  for  some  of  the 
differences,  but  not  enough  Information  Is  available  to  adjust 
for  other  differences.   For  example,  merchandise  exported  to  the 
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United  States  from  a  reconciliation  partner  sometimes  Involves 
manufactured  goods  transhipped  through  a  third  country.   Census 
often  does  not  have  access  to  sufficient  information  to  determine 
how  these  shipments  were  counted  by  the  reconciliation  partner. 

Census  believes  that  discrepancies  not  resolved  in  reconciliation 
efforts  to  date  represent  the  upper  bound  of  the  export 
undercount.   The  reconciliations  on  1989  data  that  have  been 
completed  indicate  that  unresolved  discrepancies  were  2.9  percent 
for  Japan,  3.3  percent  for  the  European  Community,  and  7  percent 
for  Korea.   Census  is  still  working  on  reconciliations  with 
Mexico  and  Australia.  «t 

OVERALL  QUALITY  OF  IMPORT  DATA  UNCLEAR 

Although  import  data  are  generally  considered  to  be  more  accurate 
than  export  data,  they  too  have  problems.   Customs  and  Census  use 
computer  edits  to  Identify  and  correct  errors  in  the  data  filed 
by  importers.   These  edits  are  useful  for  maintaining  data 
quality.   Yet  recent  evaluations  of  compliance  and  quality 
control  procedures  by  the  National  Research  Council  and  GAO 
reveal  that  there  are  problems  with  these  procedures  that  could 
affect  the  accuracy  of  import  data  as  well  as  export  data.' 


^See  Committee  on  National  Statistics,  Commission  on  Behavioral 
and  Social  Sciences  and  Education,  National  Research  Council, 
Behind  the  Numbers;  U.S.  Trade  in  the  World  Economy  (Washington, 
D.C.:  National  Academy  Press,  1992);  and  Customs  Service;  Trade 
Enforcement  Activities  Impaired  bv  Management  Problems  (GAO/GGD- 
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Census  and  Customs  have  attempted  to  Improve  their  procedures, 
but  more  work  Is  needed  in  this  area.   They  may  need  to  Improve 
their  procedures  to  guard  against  Importers  filing  Inaccurate 
Information  and  to  ensure  that  Information  Is  not  lost  or  altered 
Inadvertently  as  It  goes  through  the  many  collection  and 
processing  steps. 

Customs  has  been  trying  to  expedite  the  flow  of  trade  by 
automating  the  processing  of  cargo  and  declarations.   These 
efforts  will  become  more  Important  as  the  movement  of  goods  to 
and  from  Canada  and  Mexico  Increases.   However,  Census  also  Is 
concerned  that  some  aspects  of  Customs'  automation  plans  may 
cause  businesses  to  provide  less  detailed  Information  on  Import 
and  export  transactions.   For  example.  Customs  would  like  to 
shift  from  a  system  In  which  Importers  file  entries  for  each 
entry  transaction  to  one  In  which  they  periodically  report  their 
entry  activities.   Census  expressed  the  concern  that  these 
periodic  reports,  which  might  be  filed  monthly,  could  cover  a 
variety  of  goods  and  may  not  provide  the  detailed  Information 
that  could  be  obtained  from  single  transaction  entries. 

LIMITATIONS  IN  U.S. -MEXICAN  TRADE  DATA 

According  to  Census  officials,  U.S.  trade  data  probably 
undercount  U.S.  exports  to  Mexico.   In  addition.  It  Is  hard  to 


92-123,  Sept.  24,  1992). 
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get  a  complete  picture  of  U.S. -Mexico  trade  from  the  data.   For 
extunple,  U.S.  trade  statistics  do  not  distinguish  U.S.  trade  with 
Mexico's  maqulladora  Industry  from  other  trade  with  Mexico. 
Also,  It  Is  difficult  to  use  the  data  to  unravel  linkages  between 
exports  to  Mexico  of  parts  and  components  and  Imports  to  the 
United  States  of  related  Items.   The  exports  may  leave  the  United 
States  under  one  tariff  classification,  and  the  Item  made  from 
the  parts  or  components  may  return  under  a  different  tariff 
classification. 

According  to  Census  officials,  the  magnitude  of  export 
underreporting  to  Mexico  Is  unknown.   However,  these  officials 
told  us  that  any  undercount  probably  Is  less  than  the  20-percent 
undercount  that  was  found  for  Canada  because  the  Mexican  border 
Is  relatively  more  controlled.   A  Census  official  told  us  exports 
to  Mexico  could  be  undercounted  because,  while  Customs  officials 
are  able  to  collect  export  documents  from  large  trucks  crossing 
the  border,  they  are  less  likely  to  collect  these  documents  from 
the  many  small  trucks  that  do  so. 

A  significant  proportion  of  U.S.  trade  with  Mexico  Is  done  with 
Mexican  firms  In  the  maqulladora  program.   Mexico's  maqulladora 
progreun,  which  began  In  1965  as  part  of  Mexico's  Border 
Industrialization  Progreun,  allows  Mexican  and  foreign  Investors 
to  establish  manufacturing  plants  In  selected  areas  of  Mexico  to 
produce  goods  for  export.   The  manufacturing  plants,  called 
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"maqulladoras,"  produce  finished  or  semifinished  goods  that  are 
exported  primarily  to  the  United  States.   Foreign  Investors  may 
ovm  up  to  100  percent  of  a  maquiladora  plant.   As  long  as  the 
maquiladora's  products  are  exported,  no  Mexican  duty  is  levied  on 
imported  machinery,  raw  materials,  or  components  used  to  make  the 
products . 

Neither  U.S.  export  nor  import  data  directly  measure  U.S.  trade 
with  maqulladoras  because  U.S.  Import  and  export  documents  do  not 
require  traders  to  identify  whether  they  participate  in  the 
maquiladora  program.   Further,  the  maquiladora  program  is  a 
Mexican  government  program.   The  U.S.  government's  trade  data 
system  is  not  designed  to  collect  information  on  U.S.  companies 
that  participate  in  foreign  government  programs . 

While  U.S.  trade  with  maqulladoras  cannot  be  measured  directly, 
such  trade  can  be  estimated  using  statistics  for  imports  that 
enter  the  United  States  from  Mexico  under  production-sharing 
arrangements.'  Under  these  arrangements,  certain  products 
assembled  in  foreign  countries  from  U.S. -made  components  are  only 
subject  to  duties  on  the  value  added  in  the  foreign  country,  that 
is,  on  the  residual  of  the  total  value  of  the  imported  product 
minus  the  value  of  the  U.S. -made  components.   Imports  from  Mexico 


'Commodities  enter  the  United  States  under  these  arrangements 
either  under  subheading  9802.00.60  or  heading  9802.00.80  of  the 
Harmonized  Tariff  Schedule  (HTS)  of  the  United  States.   Before 
January  1,  1989,  entry  occurred  under  Items  806.30  and  807.00  of 
the  former  Tariff  Schedules  of  the  United  States. 
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under  these  arrangements  can  be  used  to  estimate  U.S.  Imports 
from  maqulladora  firms  because  there  are  Indications  that  a  large 
proportion  of  these  Imports  are  from  maqulladoras.   Further, 
because  most  U.S.  exports  to  maqulladora  companies  are  then 
returned  from  the  maqulladoras  as  exports  to  the  United  States, 
the  portion  of  the  production-sharing  Imports  from  Mexico  that 
does  not  have  duties — that  Is,  that  which  originated  In  the 
United  States — can  be  used  to  estimate  U.S.  exports  to  the 
maqulladoras. 

It  Is  not  knovm  how  accurate  these  estimates  are.   U.S.  Imports 
under  production-sharing  arrangements  do  not  correspond  exactly 
with  U.S.  Imports  from  maqulladoras.   Products  entering  the 
United  States  under  these  arrangements  may  Include  Imports  from 
some  Mexican  companies  that  are  not  In  the  maqulladora  program. 

Moreover,  production-sharing  Imports  exclude  some  Imports  from 
maqulladora  firms.   Maqulladoras  may  export  using  the  U.S.  tariff 
provision  most  advantageous  to  them.   In  some  cases,  maqulladoras 
export  to  the  United  States  under  other  U.S.  tariff  provisions, 
such  as  under  the  Generalized  System  of  Preferences.' 

U.S.  trade  statistics  also  do  not  capture  other  aspects  of 


^he  Generalized  System  of  Preferences  Is  a  program  under  which 
the  United  States  grants  duty-free  status  on  selected  products  to 
certain  developing  nations  and  territories.  Mexico  Is  the 
largest  participant  In  this  program. 
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maqulladora  trade.   In  some  cases.  Items  the  United  States 
exports  to  maqulladoras  under  one  HTS  classification  may,  after 
being  assembled,  return  to  the  United  States  under  a  different 
HTS  classification.   For  example,  electronic  wire  exported  from 
the  United  States  to  maqulladoras  can  be  returned  to  the  United 
States  as  an  automotive  part.   These  factors  limit  analysts' 
ability  to  directly  link  trade  with  maqulladoras  using  U.S.  trade 
data. 

U.S.  import  and  export  documents  could  be  modified  to  collect 
information  on  U.S.  trade  with  maqulladoras.   However,  doing  so 
would  entail  costs  as  well  as  provide  benefits.   According  to 
Census  officials,  collecting  this  information  would  place 
additional  burdens  on  exporters  and  Importers,  as  well  as  on  U.S. 
Customs  and  Census  officials  who  must  collect  and  compile  the 
information.   Further,  if  the  North  American  Free  Trade  Agreement 
(NAFTA)  is  ratified,  the  Mexican  government  is  expected  to 
terminate  the  maqulladora  progreun  within  7  years  since  the  tariff 
advantages  of  maqulladora  operations  will  be  sharply  reduced. 

U.S.  MEXICAN  TRADE  DATA 
UNDER  NAFTA 

If  NAFTA  is  implemented,  it  may  be  more  difficult  to  collect 
accurate  trade  data  because  Customs  may  have  fewer  reasons  to 
closely  monitor  the  collection  of  this  information.   The  U.S.- 
Canada free  trade  agreement,  which  went  into  effect  at  the 

10 
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beginning  of  1989,  calls  for  the  elimination  of  all  tariffs  by 
1998.   Likewise,  NAFTA,  if  ratified  by  the  United  States,  Canada 
and  Mexico,  will  phase  out  tariffs  over  15  years  on  trade  between 
the  three  nations.   Census  officials  and  others  in  the 
statistical  and  trade  communities  believe  that  the  elimination  of 
duties  by  the  free  trade  agreements  would  reduce  the  reasons  for 
Customs  to  assure  that  import  data  are  accurately  filed  by 
importers.   This  situation  could  then  adversely  affect  the 
quality  of  trade  data. 


Mr.  Chairman,  this  concludes  my  prepared  statement.   I  will  be 
pleased  to  respond  to  any  questions  you  or  other  Members  may 
have. 


(260055) 
11 


197 


Ordering  Information  . 

The  first  copy  of  each  GAO  report  and  testimony  is  free.  j 

Additional  copies  are  $2  each.  Orders  shonld  be  sent  to  the 

following  address,  accompanied  by  a  check  or  money  order 

made  oat  to  the  Superintendent  of  Documents,  when  | 

necessary.XMers  for  100  or  more  copies  to  be  mailed  to  a  ) 

single  address  are  discounted  25  percent.  | 

i 

Orders  by  mail:  d 

\ 
U.S.  General  Accounting  Office 

P.O.  Box  6015  } 
Gaithersburg,  MD  20884-6016 

or  visit:  , 

Boom  1000  j 

700  4th  St.  NW  (comer  of  4th  and  G  Sts.  NW) 

VS.  General  Accounting  Office 

Washington,  DC  '. 

Orders  may  also  be  placed  by  calling  (202)  512-6000  ^ 

or  by  using  fax  number  (301)  258-4066.  ' 


198 


STATEMENT  OF 


Gary  Hufbauer  and  Jeffrey  Schott 

Senior  Fellows 

Institute  for  International  Economics 

Washington,  DC 


HEARINGS  ON  { 


The  North  American  Free  Trade  Agreement:  « 

\ 


The  Quality  of  Data  on  Trade,  Investment  and  Jobs 


\ 


Subcommittee  on  Oversight  of  Government  Management  \ 
Committee  on  Governmental  Affairs 

i 

t 

United  States  Senate 


28  April  1 993 


199 


It  is  a  pleasure  to  appear  before  this  Subcommittee  to  discuss  the  NAFTA. 
Our  statement  is  based  on  two  books  that  we  coauthored:  North  American  Free 
Trade:  Issues  and  Recommendations  (1992)  and  NAFTA:  An  Assessment  (1993), 
both  published  by  the  Institute  for  International  Economics.   At  the  request  of  the 
Subcommittee,  in  these  remarks  we  will  focus  on  data  issues.    We  will  then  offer 
a  broader  evaluation  of  the  NAFTA. 

Data  Issues 

Better  data  can  certainly  be  collected  on  US  trade  and  investment  with 
Mexico  and  the  connection  between  trade  and  investment  flows  and  US  jobs. 
Improved  statistical  information  will  be  important  for  an  on-going  evaluation  of  the 
NAFTA,  if  it  is  ratified  by  all  three  legislatures.   Let  me  list  a  few  areas  where  our 
research  has  shown  the  need  for  better  data. 

1 .  Reconcile  trade  data.   Mexico  and  the  United  States  report  different 
figures  for  bilateral  imports  and  exports,  mainly  (but  not  exclusively)  because  of 
differing  treatment  of  maquiladora  trade.   Following  the  precedent  set  by  the 
United  States  and  Canada,  the  statistical  authorities  of  both  countries  should  be 
directed  to  reconcile  their  figures. 

2.  Reconcile  investment  data.   Mexico  and  the  United  States  report 
different  figures  for  US  direct  investment  in  Mexico.   Basically,  the  Mexican  figures 
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are  higher  than  the  US  figures.   Again,  a  reconciliation  exercise  is  required. 

3.  Econometric  assessment  of  lob  dislocation  by  imports.   The  US 
Commerce  Department  has  carefully  evaluated  the  connection  between  US  exports 
and  US  jobs,  using  input-output  techniques.   It  should  apply  the  same  techniques 
to  evaluate  the  connection  between  US  imports  and  US  jobs  dislocated.   In 
particular,  it  should  examine  the  fine-grained  impact  of  two-way  trade  in  two  major 
sectors:  automotive  goods,  and  textiles  and  apparel. 

4.  Case-bv-case  assessment  of  lob  dislocation.    An  important  concern  of 
American  workers  is  that  the  NAFTA  will  cause  plant  closures  and  job  layoffs. 
Mexican  workers  have  the  same  fears.   So  do  Canadians.   If  NAFTA  is  ratified,  we 
believe  these  concerns  should  be  addressed  by  the  North  American  Commission  on 
Labor,  that  is  likely  to  be  established  under  the  supplemental  agreements  currently 
being  negotiated.   The  trinational  commission  should  immediately  set  up  a 
statistical  task  force  to  identify  and  tabulate  case-by-case  instances  of  job  losses 
linked  to  changes  in  North  American  trade  and  investment  patterns  by  comparison 
with  a  base  year,  say  1 990.   The  task  force  will  have  to  do  most  of  its  work  in  the 
field.   To  start,  it  should  issue  reports  every  six  months.   The  task  force  should 
attempt  to  distinguish  between  job  losses  resulting  from  liberalization  under  the 
NAFTA,  and  job  losses  that  might  have  occurred  under  pre-NAFTA  trade  rules. 
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5.  Case-bv-case  assessment  of  iob  creation.   The  same  task  force  should 
likewise  identify  case-by-case  instances  of  job  gains  associated  with  trade  and 
investment  changes,  again  distinguishing  between  pre-NAFTA  and  post-NAFTA 
rules. 

6.  Wage  suppression.   An  equally  important  concern  of  American  workers  is 
that  NAFTA  will  lead  to  wage  suppression.   Here  there  are  three  concerns.   First, 
that  US  workers  will  find  themselves  in  head-to  head  competition  with  Mexican 
workers  who  achieve,  say,  50  percent  of  US  productivity  but  who  are  paid  only  25 
percent  of  the  US  wage  rate.   Second,  that  US  firms  will  use  the  threat  of 
relocation  to  Mexico  as  a  bargaining  chip  in  wage  negotiations  with  US  unions. 
Third,  that  the  migration  of  Mexican  workers  to  the  US  market  will  hold  down 
wages  for  the  lowest  paid  US  workers.   These  concerns  point  to  three  separate 
statistical  initiatives,  if  NAFTA  is  ratified: 

•  The  North  American  Commission  on  Labor  should  immediately  mount  a 
sector-by-sector  comparison  of  wage  and  productivity  levels  at  the  3-digit  SIC 
level. 

•  At  the  same  time,  the  Commerce  Department  and  the  Labor  Department 
should  initiate  a  longitudinal  study  to  evaluate  whether  a  "Mexico  effect"  can  be 
detected  in  the  wage  settlements  negotiated  by  large  and  medium-sized  US  firms. 

•  Over  a  period  of  20  or  30  years,  the  only  answer  to  immigration  pressure 
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from  Mexico  is  a  dramatic  rise  m  Mexican  living  standards.   NAFTA  is  not  the 
magical  key  to  Mexican  prosperity,  but  over  the  long  run  it  could  be  an  important 
part  of  the  answer.  Whether  or  not  NAFTA  is  ratified,  a  greater  effort  should  be 
made  to  estimate  the  annual  flow  of  immigrants;  their  geographic/industry  sources 
and  destinations;  and  the  number  of  workers  who  permanently  settle  in  the  United 
States. 

Overall  Evaluation  of  the  NAFTA 

While  we  applaud  the  desire  to  improve  data  collection  efforts,  we  do  not 
want  to  leave  the  impression  that  an  evaluation  of  NAFTA  critically  depends  on 
more  data.   There  is  already  ample  information  to  make  an  informed  judgment  on 
the  NAFTA.   Our  new  book,  NAFTA:  An  Assessment,  provides  a  thorough 
economic  analysis  of  the  key  aspects  of  the  accord  that  was  signed  in  December 
1992.    In  our  view,  the  supplemental  agreements  will  make  a  constructive 
improvement  in  the  mutual  surveillance  and  convergence  of  environmental  and 
labor  conditions,  but  they  will  not  change  the  overall  tenor  of  the  agreement. 

The  NAFTA  received  a  great  deal  of  attention  during  the  election  campaign. 
Since  then,  it  has  become  a  lightning  rod  for  grievances  about  the  US  economy, 
particularly  the  "jobless  recovery"  and  the  falling  real  wages  of  low-skilled  US 
workers  during  the  1 980s.    Proponents  may  have  exaggerated  the  economic 
benefits  of  NAFTA,  but  critics  have  surely  exaggerated  its  potential  costs.   To  put 
the  agreement  into  perspective,  consider  the  following  facts: 
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•  The  Mexican  economy  is  less  than  5  percent  the  size  of  the  US  economy; 
hence  there  are  clear  limits  to  the  amount  of  goods  it  can  produce  and  the  capital 
it  can  absorb. 

•  Contrary  to  the  claims  of  Ross  Perot  and  others,  Mexico  is  not  a  magnet 
for  US  investment:  the  stock  of  US  direct  investment  in  Mexico  represented  only 
2.6  percent  of  worldwide  direct  investments  by  US  firms  at  year-end  1991  {on  a 
historic  cost  basis),  and  new  equity  capital  flows  from  the  United  States  to  Mexico 
over  the  past  three  years  represented  only  6.7  percent  of  all  such  flows. 

•  Foreign  direct  investment  in  Mexico  from  all  sources  will,  at  the  outside, 
reach  $7-10  billion  annually  over  the  next  five  years.   By  comparison,  plant  and 
equipment  investment  in  the  US  economy  exceeds  $500  billion  annually. 

•  In  most  respects,  the  NAFTA  involves  commitments  by  Mexico  to  open 
its  protected  market  to  US  and  Canadian  firms.   Mexico  will  lower  its  trade  barriers 
far  more  than  the  US  will  lower  its  barriers.   Mexico  has  radically  reformed  its 
intellectual  property,  investment  and  services  laws  and  regulations.   Finally,  Mexico 
is  willing  to  enter  into  serious  mutual  surveillance  of  labor  and  environmental 
conditions.   By  contrast,  US  concessions  are  quite  limited.   Mexico  already  has 
relatively  unfettered  access  to  the  US  market;  hence,  with  a  few  notable 
exceptions,  and  NAFTA  reforms  should  not  impose  substantial  additional 
adjustment  burdens  on  the  US  economy  beyond  those  that  already  exist.   Indeed, 
by  the  standards  of  past  trade  agreements,  the  NAFTA  represents  a  stunning 
success  for  US  commercial  diplomacy. 
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•  Rising  investment  levels  in  Mexico  almost  automatically  translate  into 
larger  shipments  of  capital  goods  from  the  United  States.    Higher  living  standards 
in  Mexico  translate  into  greater  demand  for  US  consumer  goods  as  well.   Total  US 
trade  with  Mexico  has  almost  doubled  in  the  past  five  years,  supporting  new 
employment  in  US  export  industries  and  contributing  to  job  dislocations  in  import- 
competing  industries.   On  balance,  many  new  US  jobs  have  already  been  created. 
If  the  NAFTA  is  rejected,  we  would  expect  the  United  States  to  experience  job 
losses  by  comparison  with  the  situation  in  1992. 

•  The  United  States  has  a  significant  labor  adjustment  problem  that  needs 
to  be  addressed  regardless  of  the  NAFTA.  Compared  to  the  9  million  workers 
displaced  from  their  jobs  during  the  period  1985-1990,  however,  job  losses 
potentially  attributed  to  the  NAFTA  represent  only  a  small  percentage  of  the  total 
job  dislocations  in  the  US  economy  over  a  five-year  period.  The  most  pessimistic 
estimates  suggest  cumulative  losses  of  500,000  US  jobs  over  about  5  years;  our 
estimates  suggest  cumulative  losses  of  under  1 50,000  jobs  and  in  our  judgement, 
these  losses  are  more  than  offset  by  gross  job  gains  of  over  300,000  jobs. 

•  According  to  work  by  Lawrence  Katz  (done  before  he  became  the  Chief 
Economist  at  the  US  Labor  Department),  at  most  1.5  percentage  points  of  the  12 
percentage  differential  wage  loss  experienced  by  low-skilled  US  workers  in  the 

1 980s  can  be  attributed  to  US  imports  from  ^H  countries.   Mexico  accounts  for 
less  than  1 0  percent  of  US  imports. 

•  Based  on  the  1 990  composition  of  trade,  we  have  calculated  that  the 
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median  weekly  wages  associated  with  US  jobs  "supported"  by  exports  to  Mexico, 
and  US  jobs  "dislocated"  by  imports  from  Mexico,  were  practically  the  same  (about 
$420  to  $425  per  week).   There  is  no  overall  tendency  for  US  exports  to  Mexico 
to  support  high-skilled  US  jobs  nor  for  US  imports  from  Mexico  to  displace  low- 
skilled  US  jobs. 
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TESTIMONY  OF 
FRED  GOFF,  EXECUTIVE  DIRECTOSf,  THE  DATACENTER 

BEFORE  THE 
SUBCOMMITTEE  ON  OVERSIGHT  OF  GOVERNMENT  MANAGEMENT 

OF  THE 
COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 
OF  THE 
UNITED  STATES  SENATE 


APRIL  28,  1993 


Good  morning,  ny  name  is  Fr«d  Goff  and  I  am  th«  Executiva 
Diractor  of  ^ha  DataCantar  in  Oakland,  California.   I  would  like   j 
to  thank  you  and  your  ataff  for  organizing  these  hearings  and  for  < 
inviting  us  to  testify. 

The  DataCanter  is  a  nonprofit  research  and  information 
canter  focusing  on  political  and  economic  issues.  We  provide      ! 
strategic  research  and  information  services  to  public  interest 
organizations  including  human  rights,  labor,  environmental, 
religious,  and  grassroots  community  organizations,  to  government   i 
policymakers,  and  to  journalists.  I 

The  idea  behind  the  DataCanter  is  that  accurate  and  reliable 
information  is  essential  to  any  reform  campaign  addressing  public 
policy  issues.   Yet  all  too  often  those  involved  in  these 
campaigns  or  in  public  policy  formation  lack  the  time  and 
resources  to  obtain  the  information  they  need  in  building  their 
case,  educating  the  public  and  mobilizing  support.  The 
OataCenter  was  created  to  fill  this  need. 

We  deliver  our  services  through  the  maintenance  of  a 
research  library  which  is  open  to  the  public,  a  customized 
research  service,  a  clipping  service,  and  three  periodical 
publications.   One  of  our  specialties  is  corporate  research  and 
documenting  a  company's  social  and  environmental  record. 

In  your  invitation  you  asked  me  to  describe  our  work  on 
plant  closings.   The  origins  of  this  project  go  back  to  the  fall 
of  1981  when  we  were  receiving  increasing  numbers  of  requests  for 
information  on  the  recession's  growing  impact  on  people's  lives. 
At  that  time  we  created  a  monthly  steel  Monitor  which  reproduced 
articles  on  the  massive  restructuring  of  the  steel  industry  in 
which  hundreds  of  thousands  of  workers  lost  their  jobs. 

This  was  followed  by  a  four  volume  520  page  collection  of 
articles  titled  Understanding  and  Combattir>q  Plant  Closures. 
Then  in  January  1982,  with  a  snail  grant  from  the  United 
Presbyterian  Church,  we  launched  the  monthly  Plant  Shutdowns 
Monitor.   Originally  it  consisted  of  reproductions  of  articles 
about  individual  plant  closures  and  the  recession's  impact  on 
communities  across  the  nation.   But  with  so  many  layoffs  and 
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plant  closings  this  soon  bscaaa  too  such  to  covsr  and  w«  startad 
producing  a  coaputarized  abstract  irtiich  continuos  to  this  day. 

Tha  Plant  Shutdo%ms  Monitor  is  a  nonthly  pxibllcation  which 
trades  plant  dosuras,  layoffs,  lockouts,  vaga  cuts,  worker 
concessions,  and  related  data  in  the  United  States  and  Canada. 
As  you  can  see  f ron  the  sa^le  issues  we  sent  to  the  conaittee 
prior  to  this  testinony,  ve  includ«  the  naoe  of  th«  conpany,  its 

parent  company  naae  if  applicable,  location,  a  standard 
industrial  classification  (SIC)  code  describing  its  principal 
product,  the  industry  it  is  in,  the  number  of  workers  affected, 
the  type  of  event  (such  as  layoff,  closure,  etc.)  and  relevant 
explanatory  notes. 

All  of  our  data  is  drawn  from  published  sources  •-  mainly 
the  press.  We  originally  retrieved  it  solely  by  monitoring  the 
550  or  so  periodicals  we  receive  (including  15  daily  newspapers). 
More  recently  we  have  developed  a  methodology  for  greatly 
expanding  our  listing  by  conducting  online  searches  of  electronic 
commercial  databases  to  which  we  subscribe. 

The  Plant  Shutdowns  Monitor  is  available  to  the  public  via 
subscription.   Our  subscribers  have  included  labor  organizations 
and  consultants,  labor  studies  centers  at  universities,  laibor 
research  organizations,  state  economic  planning  agencies, 
investment  managers  and  advisors,  and  demolition  companies. 

In  addition  to  offering  the  Plant  Shutdo%ms  Monitor  as  a 
monthly  subscription  item  we  also  sell  cumulative  annual 
compilations  of  the  data.  And  through  our  Search  Service  we 
perform  customized  research  of  our  entire  database  as  requested. 

I  believe  that  it  was  one  of  our  Search  Service  clients, 
Harry  Browne  at  the  Inter-Hemispheric  Resource  Center  in 
Albuquerque,  «^o  told  you  during  his  testimony  before  this 
committee  on  April  1st  that  he  had  sent  us  the  names  of  700 
companies  in  Mexico  whose  production  is  geared  to  the  U.S.  market 
and  asked  us  to  correlate  these  with  our  plant  closings  listings. 
I  believe  we  were  able  to  help  him  identify  over  200  companies 
which  had  closed  plants  in  the  U.S.  and  moved  to  Mexico. 

This  was  just  one  example  of  the  many  ways  in  which  the 
Plant  Shutdowns  Monitor  has  been  used  to  make  companies  more 
accountable  to  their  workers  and  the  communities  which  host  them, 
as  well  as  to  inform  the  drafting  of  wise  public  policy.   A  few 
other  examples  will  further  illustrate  how  this  information  can 
be  useful. 

1.    w«  helped  the  National  Labor  Committee  Education  Fund  in 

Support  of  Worker  Rights  in  Central  America,  a  comnitte  of 
21  international  unions  represented  by  their  presidents, 
document  30  apparel  companies  which  had  laid  off  workers 
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and/or  closed  plants  in  the  U.S.  and  ralocated  or 
subcontracted  in  Central  Anerica.   These  relocations 
happened  vith  assistance  from  US  taxpayer  dollars  through 
the  U.S.  Agency  for  International  Development  and  other 
Govamnent  programs.   You  nay  have  seen  the  results  of  this 
research  on  "60  Minutes"  or  Mightllne"  and  I'a  sure  you 
heard  about  It  in  congressional  debates. 

2.  Both  the  labor/Connunity  Strategy  Center  and  the  Center  for 
the  Study  of  Urban  Poverty  at  UCLA  have  relied  on  our  data 
to  document  the  impact  of  plant  closures  on  Los  Angeles, 
most  recently  in  South  Central  L.A. 

3.  He  assisted  the  Oil  Chemical  and  Atomic  Workers  Union  and 
the  Midwest  Center  for  Labor  Research  in  documenting  plant 
closures  and  jobs  which  have  been  transferred  to  Puerto 
Rico.   The  OCAW  used  this  information  in  fighting  a  major 
pharmaceutical  company's  closing  of  a  plant  in  Indiana  and 
in  successfully  filing  a  groundbreaking  suit  using  the 
federal  racketeering  laws  claiming  the  company  eliminated 
U.S.  jobs  to  take  advantage  of  tax  breaks  by  shifting 
production  to  Puerto  Rico. 

4.  The  International  Labor  Rights  Education  and  Research  Fund 
is  a  Washington,  DC-based  organization  representing  the 
interests  of  trade  unions,  human  rights  and  international 
development  organizations.   The  fund  is  seeking  to  hold  the 
U.S.  Government  accountable  to  observing  the  labor  rights 
provisions  in  existing  U.S.  international  trade  regulations. 
In  particular,  the  Fund  is  using  provisions  in  the  law  to 
stop  the  closure  of  U.S.  plants  and  their  subsequent 
reopening  in  countries  which  do  not  observe  the  IzUsor  rights 
provision  of  the  law.   We  recently  completed  research  on  the 
links  between  worker  displacement  in  the  U.S.  electronics 
industry  and  job  creation  in  Malaysia  where  worker  rights 
violations  are  well  documented.   By  comparing  a  list  of 
companies  participating  in  the  Malaysian-American 
Electronics  Industry  Association  with  our  cumulative  Plant 
Shutdowns  Monitor  we  identified  135  separate  instances  of 
job  displacement  by  these  companies. 

5.  In  our  hometown  of  Oakland  we  have  worked  closely  with  the 
Plant  closures  Project,  a  local  member  of  the  national 
Federation  for  Industrial  Retention  and  Renewal,  to  provide 
case  studies  of  plant  closings  for  use  in  their  efforts  to 
help  draft  an  industrial  retention  policy  for  the  region. 

6.  The  Hermandad  Mexicana  Nacional  in  Los  Angeles  relied  on  our 
plant  closures  databasa  to  document  its  case  for  a 
Department  of  Labor  grant  in  support  of  its  job-training 
program  in  California  for  Mexican-Americans. 
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7.  Just  a  f«v  w«e)cs  ago  wo  vera  approachad  by  a  major 
envlronaental  organization  which  is  sacking  to  invastigata 
the  veracity  of  the  clain  being  nade  by  some  business  and 
political  leaders  in  California  that  environmental 
regulations  are  producing  a  hostile  climate  for  busineas  and 
are  forcing  companies  to  pick  up  and  leave  for  other  states 
with  weaker  regulations.   This  organization  was  seeking  a 
list  of  companias  which  had  closed  and  left  California  in 
order  to  contact  them  and  interview  them  as  to  why  they  had 
left. 

8.  He  just  completed  a  study  for  Senator  Paul  Wellstone  listing 
plant  closings  in  his  state  of  Kinnesota  from  1982  to  the 
present.   He  requested  this  information  in  preparation  for  a 
HAFTA  fact-finding  trip  to  Tijuana. 

In  all  the  above  cases  I  think  it  is  clear  that  the  research 
would  have  been  impossible  to  conduct  without  company-specific 
information,   corporations  are  probably  the  most  powerful 
entities  in  our  society.  With  power  comes  responsibility  and 
accountability.  Without  systematic  company-specific  data  there 
is  very  little  to  go  on  —  other  than  anecdotal  or  Indirect 
evidence  --  in  holding  a  coi^any  accountable. 

To  my  knowledge,  we  are  the  only  source  irtiich  systematically 
catalogs  plant  closings  and  layoffs  by  company  name.    In  the 
fall  of  1981,  when  we  first  set  out  to  answer  queries  from 
clients,  we  checked  to  see  if  such  information  was  available  from 
government,  commercial,  academic,  or  labor  sources.   To  our 
surprise,  we  found  none.  We  were  particularly  surprised  that  the 
Bureau  of  Labor  Statistics  was  not  producing  such  data. 

Over  the  last  IS  years  there  have  been  a  number  of 
congressional  efforts  to  mandate  the  gathering  of  data  on  plant 
closures,  most  specifically  vinder  the  Job  Training  Partnership 
Act  of  1982  and  the  Worker  Adjustment  and  Retraining  Notification 
Act  (WARN)  of  1988.  The  recent  Congressional  Research  Service 
report  for  Congress  at  this  subcoamittee * s  request,   "Plant 
Closings,  Mass  Layoffs,  and  Worker  Dislocations:  Data  Issues,'* 
concluded  that  "still,  after  two  legislative  attempts  to  mandate 
collection  of  these  data,  the  Government  publishes  no  account  of 
U.S.  plant  closings ..." 

This  fact  has  been  confirmed  to  us  over  the  years  by  such 
government  agencies  as  the  Office  of  the  Assistant  Secretary  of 
Defense  («rhich  wanted  plant  closures  and  layoffs  data  related  to 
defense  plant  cutbacks) .   John  Lynch,  the  Associate  Director  for 
Economic  Xdjustmnen^,  %nrote  to  us  in  the  mid-80s,  after  trying  to 
get  the  information  within  the  Government,  that  "yours  is  the 
only  game  in  totm."  Likewise,  Peter  Rut  ledge,  of  the  U.S.  House 
Subcommittee  on  Labor  Management  Relations  staff,  told  us  "the 
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Plant  Shutdowns  Monitor  ia  th«  single  b««t  source  on  the  issue  of 
plant  shutdowns  and  worker  dislocation.** 

In  a  conversation  just  a  few  days  ago,  as  I  prepared  for 
this  testimony,  one  of  the  regional  Bureau  of  Labor  Statistics 
senior  staff  nenbers  confirmed  these  assessments.  He  told  me  that 
he  believes  the  tracking  of  this  inforwition  is  highly  relevant  - 
-  "NAFTA  is  a  good  example**  —  and  that  the  BLS  is  not  providing 
this  kind  of  data.   He  thinks  w«  are  "doing  a  real  servlca, 
filling  a  void." 

Given  the  sources  we  rely  on  —  the  press  and  published 
information  —  our  database  inevitably  contains  errors  and 
omissions.   However,  in  many  instances  it  has  proven  to  be  the 
best  or  only  starting  point  available  for  those  seeking  company- 
specific  plant  closing  data  as  well  as  those  seeking  aggregate 
statistics  on  plant  closings  and  layoffs. 

I  wholeheartedly  endorse  your  efforts  to  create  a  reliable 
Government  source  for  plant  closures  data,   we  are  prepared  to 
assist  you  in  this  effort  in  whatever  way  we  can.  I  would  be 
happy  to  try  to  answer  any  questions  you  might  have  about  our 
piiint  Shutdowns  Monitor,  both  at  this  hearing  and  in  future 
communications  with  our  office. 
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STATEMEFfT  OF 

THOMAS  J.  PLEWES 

ASSOCIATE  COMMISSIONER  FOR 

EMPLOYMENT  AND  UNEMPLOYMENT  STATISTICS 

BUREAU  OF  LABOR  STATISTICS 

UNITED  STATES  DEPARTMENT  OF  LABOR 

BEFORE  THE 

SUBCOMMITTEE  ON  OVERSIGHT  OF  GOVERNMENT  MANAGEMENT 

COMMITTEE  ON  GOVERNMENTAL  AFFAIRS 

UNITED  STATES  SENATE 

APRIL  28,  1993 


Mr.  Chairman  and  Members  of  the  Committee: 

Thank  you  for  this  opportunity  to  describe  the  Bureau  of 
Labor  Statistics'  information  on  plant  closings  and  mass 
layoffs  in  general  and  the  movement  of  plants  to  Mexico  in 
particular. 

The  Bureau  has  maintained  two  sources  of  information  on 
worker  dislocation.   On  a  biannual  basis,  the  Bureau 
collects  special  information  on  dislocation  through  the 
Current  Population  Survey  —  the  same  survey  that  provides 
monthly  information  on  employment  and  unemployment.   Though 
this  survey  provides  important  information  on  the  situation 
of  workers  affected  by  mass  layoffs  and  plant  closings,  it 
cannot  identify  specific  layoff  events  or  trace  the  impact 
of  movements  of  firms  to  different  parts  of  the  country  or 
outside  of  the  United  States. 
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A  second  source  of  inforaatlon  has  basn  sore  useful  in  that 
regard.  'The  Biireau  of  Labor  Statistics  operated  the  Mass 
Layoff  Statistics  (MLS)  statistics  program  from  October  1983 
until  it  was  terminated  in  November  1992.  This  program  was 
created  in  response  to  Section  462(e)  of  the  Job  Training 
Partnership  Act  (PL  97-300) ,  which  provides  that  the 
Secretary  of  Labor  develop  and  maintain  statistical  data 
relating  to  permanent  mass  layoffs  and  plant  closings.   In 
addition  to  directing  the  Secretary  to  publish  a  report 
annually,  this  section  stated  that  the  reported  information 
include  the  number  of  such  closings,  the  number  of  workers 
displaced,  the  location  of  the  affected  facilities,  and  the 
industries  involved.   BLS  was  given  the  responsibility  to 
design  the  program  to  address  these  needs  in  late  1983.   On 
April  4,  1984,  BLS  reported  to  Congress  on  the  proposed 
program  design  and  the  associated  developmental  and  ongoing 
costs.  These  were  accepted  by  Congress,  the  program  was 
funded,  and  implementation  began  in  Fiscal  Year  1985. 

The  MLS  progreun  was  terminated  for  several  reasons.   It  had 
grown  in  stages  over  a  period  of  years,  but  had  never  become 
operational  in  all  States.  This  limited  its  usefulness  as  a 
National  economic  indicator,  as  well  as  in  program 
implementation  activities  directed  by  the  Department's 
Employment  and  Training  Administration.   In  1993,  funding  to 
support  the  program  was  authorized,  but  not  appropriated. 
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Given  the  high  level  of  requests  for  discretionary  funds  to 
assist  dislocated  workers,  the  Department  of  Labor  was 
disturbed  about  diverting  Title  III  funds  without  seriously 
impacting  the  delivery  of  needed  worker  adjustment  services. 

The  Bureau  operated  the  MLS  program  as  a  joint  Federal-State 
program  which  used  a  standardized,  automated  approach  to 
identifying,  describing,  and  tracking  the  effects  of  major 
job  cutbacks.   MLS  program  data  were  collected  from  each 
participating  State's  unemployment  insurance  database  — 
which  provided  socioeconomic  information  on  the  affected 
establishments  and  their  workers  who  claimed  unemployment 
benefits  —  and  from  the  employers,  themselves. 

In  order  to  comply  with  Congressional  intent  and  to  minimize 
costs,  we  focused  on  large  layoff  events,  identifying 
establishments  which  had  at  least  50  people  filing  initial 
claims  for  unemployment  compensation  against  them  during  a 
consecutive  3-week  period.   These  firms  were  contacted  by 
the  cooperating  State  agency  to  determine  whether  the  layoff 
was  over  30  days  in  duration,  and,  if  so,  information  was 
obtained  on  the  total  number  of  persons  separated  and  the 
reasons  for  these  separations.   Some  25  different  reasons 
for  separation  were  identified  in  the  progrzun,  to 
accommodate  the  employers'  responses. 
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Establishments  which  had  experienced  a  xass  layoff  were 
Identified  according  to  detailed  Industry  classification  and 
location,  and  their  fomer  employees  who  had  becone 
unenploynent  Insurance  claimants  were  Identified  by  such 
demographic  characteristics  as  age,  race,  sex,  ethnic  group, 
and  place  of  residence.    An  Important  element  of  the  MLS 
program  was  its  longitudinal  component.   The  progrzun  yielded 
information  on  an  individual's  entire  spell  of  Insured 
unemployment,  from  the  filing  of  the  initial  claim  to  the 
point  when  regular  unemployment  insurance  benefits  were 
exhausted.   It  provided  a  database  of  both  establishments 
and  claimants,  which,  in  some  cases,  was  used  for  further 
research  and  analysis  on  the  nature  of  layoffs  and  the 
effects  on  workers.   During  the  last  year  and  a  half  of 
operation,  the  MLS  program  was  reporting  a  quarterly  average 
of  nearly  1,200  plant  closings  and  mass  layoffs,  affecting 
more  than  200,000  workers  in  nearly  every  State  of  the 
Union. 

As  I  have  described  above,  any  action  which  resulted  in  the 
separation  of  50  or  more  workers  filing  for  unemployment 
insurance  fell  within  the  scope  of  the  MLS  progreun.   It  was 
when  the  employer  was  contacted  for  supplemental  data  that 
Information  was  collected  which  led  to  a  determination  as  to 
whether  a  specific  layoff  event  was  a  plant  closing  or  a 
layoff.   If  the  entire  physical  location  was  closing  or  had 
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dosed,  the  event  vould  have  been  identified  as  a  "plant 
closing.**  Using  this  definition,  if  an  accounting  office  or 
sone  other  departaent  remained  open,  or,  in  some  cases,  if 
the  worksite  closed  but  the  company  continued  to  operate 
elsewhere  in  the  State,  the  layoff  event  would  not  be 
considered  a  ■*plant  closing.**  However,  it  is  important  to 
note  that  the  layoff  event  would  have  been  included  in  the 
program  count  as  a  *'mass  layoff.**  In  essence,  closure  of  an 
establishment  was  considered  a  characteristic  of  the  nature 
of  a  layoff  action,  rather  than  as  a  determining  factor  as 
to  whether  the  activity  was  identified  and  included  in  the 
progreua  statistics. 

During  the  years  that  we  operated  the  MLS  program,  we  came 
to  recognize  that  the  definition  of  **plant  closing"  was  too 
restrictive,  as  it  did  not  allow  us  to  identify  a  number  of 
establishment  actions  which  were  of  interest  to  data  users. 
Therefore,  as  part  of  an  extensive  program  review  that  we 
carried  out  in  the  late  1980 's  regarding  the  program,  we 
proposed  an  expansion  of  the  data  to  be  collected  from 
employers  and  a  new  definition  of  "plant  closing"  which 
would  include  partial  closures  of  multi-unit  establishments 
and  the  elimination  of  division,  branches,  or  shifts  in 
single  unit  establishments.   Our  plan  was  to  switch  to  this 
new  definition  in  the  collection  and  reporting  of  the 
statistics,  and  we  are  still  pursuing  that  objective  in 
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developing  a  redesigned  processing  systea  in  conjunction 
with  the  State  of  Nevada. 

Let  Be  turn  to  discussing  the  infomation  on  plant 
noveaents,  particularly  those  which  move  out  of  the  country. 
After  we  have  identified  events  of  potential  interest,  our 
State  partners  contacted  employers  to  ascertain  the  reason 
for  the  layoff.   One  possible  reason  out  of  the  25-plus  used 
in  the  program  was  that  the  establishment — in  whole  or  in 
part — was  moving  out  of  the  country.  When  they  answered  in 
the  affirmative,  beginning  in  1991  a  follow-up  question  was 
added  to  identify  the  specific  country  to  which 
establishments  were  moving.   The  detail  that  we  had 
available  on  out-of-covmtry  moves  included  the  State  in 
which  the  establishment  was  located,  the  industry  of  the 
establishment,  the  total  number  of  workers  separated,  and 
the  number  and  characteristics  of  those  claiming 
unemployment  benefits.   Statistics  on  this  activity  for 
calendar  year  1991  and  January- June  1992  are  appended  to 
this  statement.   If  you  will  turn  with  me  to  those  tables, 
you  can  see  that  overseas  relocation  did  not  represent  a 
significant  proportion  of  all  layoff  activity  and  that 
Mexico  was  the  largest  single  country  of  the  few  relocations 
we  were  able  to  identify. 

In  compliance  with  Section  462(e)  of  JTPA,  BLS  issued  the 
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MLS  program  data  in  annual  reports  beginning  with  1986  and 
ending  vith  1990.  The  sixth  annual  report,  covering  data 
for  1991,  was  in  preparation  when  the  MLS  progran  was 
teminated.   The  MLS  annual  reports,  copies  of  which  I  have 
with  ne,  contained  an  extensive  amount  of  information  on 
plant  closings  and  mass  layoffs.   Charts,  tables,  and 
analyses  were  provided  at  the  aggregate  level  for 
participating  States.   Industry,  reason  for  layoff, 
geography  (including  State  of  location  for  establishments 
and  metropolitan  area  of  residence  for  claimants) ,  size  of 
layoff,  and  claimant  characteristics  were  discussed. 
Comparisons  were  made  over  time.   In  an  appendix  to  the 
report,  statistics  and  analysis  were  Included  for  each  of 
the  States  reporting  MLS  data. 

In  addition  to  the  annual  reports,  BLS  issued  quarterly  news 
releases  of  MLS  data.   The  last  such  release  was  issued  on 
December  17,  1992,  covering  aggregate  and  State  data  for  the 
^ril-June  1992  period.  A  copy  of  the  last  release  is 
appended  to  my  testimony. 

In  the  MLS  program,  a  wealth  of  information  was  collected  on 
the  identified  establishments  and  the  associated  workers 
involved  in  a  plant  closing  or  mass  layoff.  All  of  the 
characteristics  I  have  mentioned  can  be  tabulated  and  cross- 
tabulated  in  a  multitude  of  ways.   It  was  not  feasible  for 
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BLS  to  attempt  to  pvibllsh  all  such  coBblnations  of  its  data. 
Rather,  we  Identified  and  published  those  tables  which 
appeared  to  best  address  user  needs.   Additional  cross- 
tabulations  were  prepared  and  used  In  developing  analytical 
statements  for  the  annual  reports  and  quarterly  news 
releases.   Also,  tabulations  which  were  not  part  of  our 
regular  publication  were  provided  to  users  upon  request. 

Data  In  the  MLS  program  on  Individual  claimants  and 
establishments  were  collected  with  a  pledge  of 
confidentiality.   Under  the  BLS  confidentiality  policy,  BLS 
did  not  issue  individually  identifiable  data  on  claimants  or 
establishments.   Thus,  for  example,  data  for  any  Industry  or 
State  were  not  published  if  fewer  than  three  establishments 
were  reported  in  the  time  period  under  analysis  or  if  one 
establishment  represented  80  percent  of  total  separations  in 
the  time  period.   Lastly,  claimant  data  were  not  published 
if  they  were  collected  from  a  single  firm,  because  that  may 
have  led  to  the  Identification  of  the  establishment  or  the 
individuals. 

The  need  to  protect  the  confidentiality  of  the  respondents 
resulted  in  limitations  on  the  data  published.   Because 
plant  closings  comprised  a  relatively  small  proportion  of 
both  the  total  number  of  layoff  events  and  total 
separations — 10  to  15  percent — publication  of  cross- 
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tabulated  data  on  the  siibject  would  be  very  United.  As  you 
can  see  from  the  tables  on  out-of -country  moves,  while  one- 
way tabulations  were  possible — for  exeunple,  layoff  events  by 
country  of  relocation  and  layoff  events  by  industry — cross- 
tabulations  such  as  country  of  relocation  by  industry  of 
establishment  were  not,  because  promised  confidentiality  of 
individual  firms  would  have  been  compromised. 

We  have  begun  a  reassessment  of  the  information  the  Federal 
government  collects  on  plant  closings  and  layoff  events.   We 
recognize  the  need  for  accurate  information  to  assess  the 
impact  of  the  North  American  Free  Trade  Agreement,  and  to 
support  Secretary  Reich's  new  approach  to  dislocated  worker 
programs . 

As  we  reassess  the  data  collection,  we  will  consider  the 
amount  and  frequency  of  detail  we  provide,  the  scope  of  the 
data  collection,  and  the  cost  in  view  of  the  uses.   The  data 
system  that  was  discontinued  last  year  was  designed  to 
answer  a  set  of  specific  questions  and  respond  to 
operational,  allocation,  and  research  needs  that  existed  in 
the  mid-1980s.   Those  needs  may  be  changing.   Thus,  as  the 
Administration's  proposals  for  dislocated  worker  programs 
are  developed,  the  Department  will  be  considering  the 
possibility  of  a  new  statistical  component  of  the  program  — 
one  which  will  respond  to  the  new  data  needs  and  new 
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realities.   We  look  forward  to  working  with  Congress  and 
the  nany  data  users  out  there  as  we  rethink  o\ir  approach  to 
measuring  the  impact  of  plant  closings  and  other  layoff 
events . 

I  would  now  be  happy  to  answer  any  questions  the  Comnittee 
nay  have. 
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MASS  XAYOFT  STATISTICS  PROGRAM 
OVERSEAS  RELOCATION  ACTIVITY,    JANUARY-JUNE  1992 


Tabla  A.   Sttlactttd  maasuras 
January- Juntt  1992^ 

of  aass 

layoff  activity. 

Establish- 
ments 

Layoff 
events 

Separ- 
ations 

Initial 
claimants 

Total            2,155 

Overseas  relo      11 

To  Mexico          5 

2,188 

11 

5 

359,660 
1,830 
1,270 

294,637 
1,504 
1,004 

1 

^   Excludes  California,   Michigan,    and  Ohio  for  the  entire  period,    and 
Alaska  for  April- June. 


Table  B.   Events  and  separations  for  layoffs  resulting 
from  overseas  relocation,  January-June  1992 

Area  of  overseas 
relocation 

Layoff 
events 

Separations 

Caribbean  and 

Central  America 
Mexico 
Other 

3 
5 
3 

230 

1,270 
330 

1 

Table  C.      Overseas  relocation  activity  by  industry, 
January- June  1992 


Industry 


Layoff 
events 


Nondurable  goods 
Durable  goods 


4 

7 


Separations 


730 
1,100 


222 


MXSS  ZAYOrr  statistics  PRCXaiAM 
OVERSEAS  RELOCATICm  ACTIVITY,    1991 


Tabl*  A.   S«l«ctttd  maasuras 
Statas,  1991^ 

of  nass 

layoff  activity,  47 

Establish- 
ments 

Layoff 
events 

Separ- 
ations 

Initial 
claimants 

Total           3,171 

Overseas  relo      19 

To  Mexico          6 

3,769 

19 

6 

791,494 

2,874 

810 

642,753 

2,909 

647 

1 

^    Excludes  California,    Connecticut,    Ohio,    and  Oregon. 


Tabla  B.  Events  and  separations 
from  overseas  relocation,  1991 

for  layoffs 

resulting 

Area  of  overseas 
relocation 

Layoff 
events 

Separations 

Mexico 
Far  East 
Other 

6 
6 

7 

810 

1,159 

905 

1 

Table  C.  Overseas  relocation 

activity  by  industry,  1991 

Industry 

Layoff 
events 

Separations 

Nondurable  goods 
Rubber  and  miscellaneous 
plastics  products 

Durable  goods 
Electrical  and  electronic 
equipment 

10 
3 
9 
4 

1,507 
443 

1,367 
603 

1 
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BLS  REPORTS  ON  HASS  LAYOPPS  IN  THE   SECOND  QUARTER  OP  1992 


The  U.S.  DepartiDBnt  of  Labor's  Bureau  of  Labor  Statistics  reported 
today  that,  in  the  k6   states  and  the  District  of  Colmbla  which  reported 
data  in  the  second  quarter  of  1992.  1.043  establishments  had  1,063  mass 
layoff  actions,  resulting  in  the  separation  of  196.135  workers.  Closure  of 
the  establishraent  accounted  for  8  percent  of  the  leyoff  events  reported  for 
the  quarter:  the  nnin  reasons  continued  to  be  " seasonal  work"  and  "slack 
work'  which  conprised  nearly  65  percent  of  both  the  leyoff  events  and 
t«orker  separations. 

Table  A  providee  quarterly  data  on  mass  layoff  statistics  for  1990. 
1991.  and  the  first  half  of  1992.  Because  the  data  are  not  edjusted  for 
seasonelity.  conperisons  are  limited  to  changes  frcn  the  sons  period  a  year 
earlier. 

Among  the  45  states  and  the  District  of  Colcnfaia  reporting  deta  in  the 
second  quarters  of  both  1991  and  1992.  the  nurioer  of  mass  layoff  events 
remained  about  unchanged,  while  the  ncirter  of  vrorker  separetions  rose  by 
4.9  percent  over  the  yeer.  The  average  nLirber  of  separations  per  leyoff 
event,  at  184  kiorkers.  %«s  up  5.1  percent.  Seventy-nine  percent  of  the 
separated  workers  filed  for  knerployment  insurance  benefits,  little  changed 
from  a  year  earlier. 

Ihe  Mass  Layoff  Statistics  program  covers  layoffs  of  at  least  31  days 
duration  that  Involve  50  or  more  individuals  filing  initial  claiffla  for 
unenployment  insurance  during  e  consecutive  3-week  period.  Additional 
infomation  about  the  program  is  provided  in  the  technical  note  that 
follows  this  analysis. 


InAistrv  distribution  of  layoffs 

As  was  the  eaae  in  the  prior  4  quarters,  fewer  than  half  of  both  the 
leyoff  events  and  separations  during  the  second  querter  of  1992  occurred  in 
mxifecturing.   (See  table  1.)  Within  manufacturing,  the  majority  of  the 
layoff  activity  occurred  in  durable  goods  industries,  largely  in 
transportation  equlpmsnt  and  industrial  machinery.  Leyoff s  in  nondureble 
goods  industries  were  heavily  concentrated  in  food  prooeesing  and  apperel. 


This  news  releese  is  the  lest  one  that  will  be  issued 
reporting  on  the  Hess  Layoff  Statistics  program,  as  the  program 
has  been  eliminated  due  to  a  lack  of  funding  (pursuant  to 
Public  Law  102-394). 
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(See  table  2.)  In  normnufacturlng  industries,  layoffs  in  services 
accounted  for  39  percent  of  the  seperated  %#orkers,  while  trade  and 
transportation  and  public  utilities  coirbined  for  another  37  percent. 

Layoffs  from  business  establishments  in  industries  identified  as 
"defense  related"  totaled  12.19'»  in  the  second  quarter,  tjp  71  percent  from 
7.117  a  year  earlier. 


Table  A.   Selected  measures  of  mass  layoff  activity 


Establish-  | 

Layoff  1 

Sepera-   | 

Initial 

Period 

ments    | 

events   | 

tions   1 

claimants 

1990 

January-March  

861 

884 

131.019  1 

119.872 

(46  states) 

April-June  

839 

862 

150.361 

108.429 

(46  states) 

July-Septentjer  

748 

760 

126.217 

103.592 

(45  states) 

October -December  . . 

1.069 

1.095 

176.280 

145.362 

(45  states) 

1991 

January-March  

1.462 

1.501 

288.496 

257.959 

(49  states) 

April-June  

1.159 

1 .181 

204.508 

157.857 

(49  states) 

July-September  .... 

937 

956 

153.245 

134.166 

(49  states) 

October-December  . . 

1.281 

1.295 

230.173 

201,890 

(49  states) 

1992 

January-Har^  

1   1.112 

1.125 

163.525 

140.902 

(48  states) 

April-June  

1   1.043 

1  1.063 

1   196.135 

i   153.735 

(47  states) 

NOTE:  The  nuaijer   of  states  reporting  data  in  the  3  years  varies 
as  a  result  of  the  following:  Maryland  began  reporting  in  1991. 
wtd  Oregon  began  in  1992:  Indiana  reported  for  the  first  half  of 
1990.  did  not  report  during  the  second  half,  and  resunsd  in  1991; 
Michigan  wid  Ohio  reported  only  for  1991 ;  and  Alaska  did  not 
report  for  the  second  quarter  of  1992.  (:::alifomia  did  not  report 
data  in  v\y  quarter.  Finally,  for  purposes  of  these  counts,  the 
District  of  Coluibia  is  included  as  a  state. 
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Reasons  for  layoff 

"Seasonal  work"  and  "slack  work"  were  given  as  the  reasons  for  layoff 
in  64  percent  of  the  layoff  events  and  accounted  for  63  percent  of  the 
separations.   (See  table  3)   "Slack  work"  was  cited  most  often  by 
manufacturing  firms,  especially  those  in  the  transportation  equipment, 
industrial  machinery ,  and  apparel  industries.   "Seasonal  work"  was  typical 
in  food  processing  tri.thin  manufacturing  and  in  services,  trade,  and 
transportation  and  public  utilities. 

Size  of  layoff 

Layoff  events  continued  to  be  concentrated  in  the  lower  end  of  the 
size  spectrvm.  with  56  percent  involving  fewer  than  150  %#orkers.   (See 
table  B,  below. )  The  average  size  of  layoffs  (as  measured  by  seperations 
per  layoff  event)  ranged  from  a  low  of  72  in  tobacco  products  within 
manufacturing  to  305  in  agriculture. 


Table  B.  Distribution  of  new  layoff  events 
by  size  of  layoff,  April- June  1992 


Size       i      Percentage 

Total  1        100.0 

50-99  34.1 

100-149  1         21 .3 

150-199  1        12.8 

200-299  1         12.4 

300-499  1         11.1 

500-999  1         5.8 

1.000  or  more |         2.1 

caiaracteristice  of  gj^aynanta 

A  total  of  153.735  initial  claims  for  unerployment  insurance  in  the 
second  quarter  of  1992  related  to  mass  layoffs.  Of  these  claimants,  12 
percwit  were  Hispanic.  49  percent  were  tnmen.  and  15  percent  knre  55  years 
of  age  «id  older.  In  the  42  statea  which  reported  data  en  them,  blacks 
conprised  18  percent  of  the  srtinx>.      (See  table  4.)  The  claimant  statistics 
on  mass  layoffs  show  a  greater  concentration  of  older  workers  and  a 
sonewhat  amller  proportion  of  blacks  than  are  found  among  the  total 
«*«tployed  (8  wid  24  percent,  respectively,  for  the  second  <»jarter  of 
1992). 

Nearly  34.000  individuals  involved  in  mass  layoffs  exhausted  their 
immploynent  insurwice  benefits  during  the  ^jarter.  Only  13  percent  of 
them  were  Hispenic.  42  percent  were  *«mBn.  and  14  percent  were  55  "nd 
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older.  Blacks  conprised  20  peroent  of  the  exhaustions  in  the  42  states 
reporting  data  for  them.   (See  table  5- > 

Geographic  distribution 


The  largest  nuitier  of  vrorker  separations  was  in  Florida  (27.593). 
where  layoffs  in  educational  services  more  than  doctoled  (to  11.(X)6)  over 
the  year.  Next  were  New  Jersey  (U.263).  Pennsylvania  (14.07*).  New  York 
(13.908)  and  Texas  (11.259).  These  five  states  accounted  for  *1  peroent  of 
the  total  separations  and  3't  percent  of  the  layoff  events.   (See  teble  6.) 
The  average  nuiiaer  of  separations  per  layoff  event  varied  greatly  from 
state  to  state,  as  shown  below  in  table  C. 


Table  C.  Average  size  of  layoff  for 
states.  April- June  1992 


ilected 


i     Average 
State            1   layoff  size 

Total.  47  states  |       185 

West  Virginia  |       61 

Nebraska  |       80 

Hawaii  |       84 

Vermont  |       95 

North  C:arolina  |       96 

Colorado  |       282 

Florida  |      303 

Indiana  |      304 

Utah  1      333 

District  of  C:olurbia  |       726 
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Technical  Note 


TIm  Mass  Layoff  Statistics  (MLS)  progmn  is  a 
Federal-state  prognm  which  uses  a  standardized, 
automaied  approach  to  identifying,  deacribing.  and 
tracking  the  effects  of  major  job  cutbacks,  using  data 
from  each  state's  unemployment  insurance  database. 
Establishments  which  have  at  least  SO  initial  claims 
filed  against  them  during  a  consecutive  3-week 
period  are  contacted  by  the  state  agency  to  determine 
whether  these  separations  are  of  at  least  31  days 
duration,  and.  if  so,  information  is  obtained  on  the 
total  number  of  persons  separated  and  the  reasons  for 
these  separations.  Establishments  are  identified 
according  to  industry  classification  and  locabon,  aitd 
unemployment  insurance  claimants  are  identified  by 
such  demographic  characteristics  as  age,  race,  sex. 
ethnic  group,  and  place  of  residence.  The  program 
yiekls  infoimation  on  an  iitdividual's  entire  spell  of 
unemployment,  to  the  point  when  regular  unem- 
pk>yinent  insurance  benefits  are  exhausted. 

Information  in  this  release  will  be  made  available 
to  sensory  impaired  individuals  upon  request  Voice 
phone:  202-«06-STAT:  TDD  phone:  202-«06-S897: 
TDD  message  refeiral  phone  number 
1.80&-326-25T7. 

Definitions 

Defense-related  industries.  Industries  that  have 
been  identified  as  vulnerable  lo  Dqanment  of 
Defiense  budget  reductions  and  the  elimination  of 
defense  weapons  systems.  "Exploaivea.'  'onkiance 
and    acceaories,*    'radio    and    lekvisian 


munication  equipment.*  'aircraft  and  pans,'  'ship- 
building and  repairing,*  'guided  missiles  and  space 
vehicles.'  and  'tanks  and  tank  components' 
industries  have  been  identified  as  defense-related 
industries  based  on  analysis  that  at  least  SO  percent  of 
industry  output  was  consumed  by  the  U.S. 
Department  of  Defense. 

Establishment.  A  unit  at  a  single  physical 
location  at  which  predominantly  one  type  of 
economic  activity  is  conducted. 

Exhausiee.  A  person  who  has  used  up  all 
unemployment  insurance  benefits  within  a  benefit 
year. 

Initial  claimant.  A  person  who  files  any  notice  of 
unemployment  to  initiate  a  request  either  for  a 
determination  of  entitlement  lo  and  eligibility  for 
compensation,  or  for  a  subsequent  period  of 
unemployment  within  a  benefit  year  or  period  of 
eligibility. 

Layoff.  The  separation  of  persons  frtxn  an 
empkjyer  as  pan  of  a  mass  layoff  event.  (See  below.) 
Such  layoffs  involve  both  persons  subject  to  recall 
and  those  who  are  terminated  by  the  estaMishmem. 
Infonnation  is  not  available  en  the  breakdown 
between  those  who  are  recalled  and  those  who  do  not 
reuiin  to  their  old  jobs. 

Layoff  event.  Fifty  or  more  initial  claims  for 
unemployment  insurance  benefits  fiom  an 
establishment  during  a  consecutive  3-week  period, 
with  at  least  SO  workers  separated  for  more  than  30 
days. 
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In  all   atataa  and  tha  BIrtrlct  af  Caluabla. 


Callfarnla.   NIehlyan,   and  Ohia. 


Tabla  2.   Manufaeturlna<   Maaa   layaff  rnvmntm* 
47   atataa.    *prll-Juna   l««2 


■araratlana,   and  Initial  clalaanta  far   Minaaliyawt   Inaura 


Induatry 


layaff 

Initial 

EatabllahBsnta 

avanta 

Sararatlana 

clalaanta 

5«5 

4tt 

45,174 

45,*4t 

215 

217 

57.512 

57,t15 

4 

4 

442 

54t 

t 

t 

1.547 

1.152 

4 

4 

57» 

24* 

IS 

IS 

1.72t 

2.724 

27 

27 

2.5t1 

2.447 

54 

57 

7,t1» 

5,*t4 

2« 

5t 

5.154 

5,517 

54 

St 

IS.ttI 

1S,«77 

24 

24 

2.422 

2,742 

7 

7 

5*7 

42* 

It* 

145 

25.442 

24,155 

72 

75 

11.527 

*,*57 

« 

« 

444 

1,t4S 

14 

14 

2,1*1 

1,»15 

4t 

4t 

4,527 

7.514 

11 

11 

1,414 

1.4t2 

t 

t 

1,4** 

1.457 

14 

14 

1,44* 

1.t24 

4 

4 

1,t*5 

1.144 

4 

4 

MS 

44* 

Tatal  aanufacturlnfj.^ 
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linear  and  vaad  rraducta 

Furnltura  and  fixtwraa 

Stana.  clay,  and   flaaa  araducta 

frinary  natal  Induatrlaa 

Fa6r I catad  natal  ^raducta 

Induatrlal  nachlnary  and  a^ulpaMnt 

Clactranlc  and  atKar  alactrlcal  a^ula**ant. 

Tranarartatlan  aaulaaant 

Inatrunanta  and  ralatad  ^raducta 

Mlacallanaaus  nanufacturlnf  Induatrlaa. . . . 

Mandurabla  aaada 

Faad  and  Cindrad  pradueta 

Takacca  praducta 

Taictila  nlll  praducta 

Ipparal  and  athar  taxtlla  praducta 

^Intlna  wd  publlaMnf 

•icals  and  alllad  praducta 

4  alacallanaaua  plaatlcs  praducta 
laathar  and  laathsr  praducta 
kls 


i/     Sas  faatnata  1.  tabla  1. 


229 


e 


s 

I 


■ 

«  e 
—  m 
^  I 

u 


« 
a, 


■ 


> 
e 

e  I 

■ 


e  • 


fc.<r 
« 
a.  • 

•  • 
■  u 

e 

L.  « 

e  t. 

•^8 

e  e 
o— 
■ 

•  e 
K  • 

I 

•  > 

•  & 
-•  ■ 
A  • 

n  c 
^  a 


%  «  * 


m        i«tM<r*>in^>^        ^aew«» 


lO     •><rr»♦^^«»^• 


«  ««K>M«^Wt       wr4w*» 


0  c 
>• 
•  > 


m 
■ 


e  c 

V  e 

e  • 

8  ! 

at  -• 


X  c 
u  e 

—  c  c 
a.««  e  e 

•  •«  •  • 
I.  •••  U 

■  u  0.0 

c  e  ■  •« 


-•      •  •  c  c  ■  •* 
«      •  •  ]  9  e  • 
e  >5  u  u  u 


e 
e 
"•  k 
*»  9 
—  > 
«•  o 
•  • 

ss 

U 


c  • 

O  k 

7  • 
«  e 
«— 
e£j( 
••  u  k 
•  «  e 


0 

—  m 


i  e  • 


o  u 

>««  •«<«'  u 

«  a  •  «  ««•«' 

■  kCbt.  ■'!.•« 

ejt  — «'«'  so* 

•^  c  •  e  e  ■  o.'o     .,,,-_^ 

a  «a  000  to     >m  •»  «4«  a 


k  « k 
■  k>M  0  e  •  e 
«  o  4  3  o  k  ^ 

•  e     i*     • 

•  '««  OJC'*'  k  k 

k  e  N  u  «  • 

•  «  «  «  y£^ 


o 
e 


o 


230 


l5i;i:;-2:;*T-s?jsir:;?ifi3iruss^*'*'""*'"'  "*~  '•^•''  — "*•  --  •-•*••»  «'•-"*•  *- 


Stat* 


lay*ff 


Initial 
elalBanta 


Parcant  af  Initial  elalaanta 


■lack 


Hla^anle 
arif In 


Paraana 
aaa  SS 

and  avar 


Tatal.   47  stataa. 

AlabaM 

Ar  I zana 

Arkanaaa 

Calarada 

Cannact I cut 

Dalawara 

DIatrlet  af  Calui*la 

Flarlda 

Oaarala 

HMa'l 

Idaha 

lUlnala 

Indiana 

lawa 

Kanaaa 

Kantucfcy 

laulalana 

Nalna 

Maryland 

Naaaachuaatta 

HInnaaata 

Mlaalaalpyl 

Mlaaaurl 

Montana 

Nabraaka 

Navada   

Haw  Ha^ahlra 

Nau  Jaraay 

NaM  Max lea 

Haw  Yark 

Harth  Carallna 

Narth  Oakata 

Ok  1  ahaaa 

Oragan 

Pannaylvania 

Rhada  laland 

Sauth  Oakata 

Sauth  Carallna 

Tannaaaaa 

Taxaa 

Utah 

Varaant 

Virginia 

Haanlnatan 

Naat  VTrglnla 

Mlacansin 

Myaainf , 


I.MS 

iZ 
4S 

7 
IS 
«« 

4 

S 
•I 
14 

5 
10 
<7 

1( 
15 
12 
U 
Si 
1] 
1» 
27 
21 
27 
SI 
( 

S 

4 

• 

70 

11 

«0 

17 

S 

7 

5 

07 

10 


10 
10 
40 

7 
12 
20 
17 

0 
27 


1SS.7SS 

S.S10 

7.041 
44* 

1.7(4 

0.014 

207 

441 

11.744 

2.027 

431 

1.120 

7,000 

1.7SS 
1,07S 
2.050 

1.541 
5.401 
2.540 
2.107 
4,201 
4.(7S 
5.444 
5,555 
444 

100 
407 
0S« 

11.207 
1,100 
0,007 

1,451 
507 

1.241 
500 

17.150 
001 


2.015 
475 

12.102 
1,254 
1.105 
5.544 
2.074 
424 
4,105 


i/10.4 

55.0 

(2) 
12.0 

4.4 
12.0 
25.0 
05.0 
24.2 
41  .4 

(2) 

(2) 
25.0 

11.4 
2.2 

12.1 
4.0 

57.4 
(2) 

20.7 
5.2 
1.5 

77.5 

24.1 


17.7 
10.5 

17.5 

2.2 

15.7 

50.0 

0.0 
.0 

10.5 
7.4 

(2) 
54.0 
10.5 

10.0 

1 .1 

.5 
50.4 

4.5 
2.4 

11.7 


11.4 


5 

1 

2 

0 

12 

SO 

14 

5 

1 

5 

42.4 
5.5 


.1 
0.0 


40.5 

55.0 
50.5 
40.0 
44. S 
45.7 
07.1 
47.0 
51.0 
41.1 
34.4 
55.0 
44.0 

55. 0 
40.0 

44.2 
40.5 
42.1 
41.5 
51.4 

54. 1 
52.0 
74.1 
40.0 
51.0 

55.0 

44.1 
55.2 
54.0 
55.5 
54.0 
SO.O 
44.0 
21.4 
50.4 
50.7 
45.4 


70.4 
44.0 
40.1 
50.5 
44.2 
41  .4 
47.5 
12.7 
45.5 


15.5 

10.0 
10.5 

7.0 
10.1 
14.0 
20.2 
12.1 
14.4 

0.4 
12.5 
10.1 
11.5 

0.2 
0.0 

7.4 
12.4 

0.7 
15.5 
12.7 
20.4 
15.2 
10.5 
14.0 

0.1 


14.1 
10.5 

4. 
24. 

5. 
14. 
14. 
t1  . 
42. 
1J. 
II. 
10. 


4.4 

12.5 

22.0 

4.1 

4.7 
U.O 
10.4 

4.1 
17.5 


1/     Ra^aaanta  tha  nuotoar  af  black  elalaanta 
In  tha  42  atataa  ra^artlnf  data  far  blacka  aa 
a  pareant  af  tatal  elalaanta   In  tha  42  atataa. 

2^     Data  Mara  nat  ra^rtad  far  blacka.      Tha 
prapartlan  af  elalaanta  af  athar  raeaa  wha  wara 
Aaarlean  Indiana  mr  Alaakan  Natlvaa  u»a  25.4 


rreant    In  Arlzana)    1.1    aarcant   In   Idaha i    and 
I    pareant    In   Ralna.      Tha   prmmmrt\»n  waa   zara 
In  Sauth   Mtata.      In  HaMali,    tha  araaartlan  af 


Aalana  mr   Pacific   lalandara  waa  70.1    pareant. 
NOTE'    Oaah  rapraaanta  zara  ar  raunda  ta  zara 
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1/   Oata  M*ra  nat  avallabla  far  Illlnala. 

2/      Raproaanta  tha  nuabar  af  black  axhauataaa 
In  tha  42  atataa  rapartlna  data  far  blacka  aa 
a  pareant  af  tatal  axhauataaa  In  tha  42  atataa. 

y      Data  wara  nat  r9p»ri»6   far  blacka.   Tha 
praportlan  af  axhauataaa  af  athar  racaa  Mha  wara 


pareant  In  Arlconai  0.4  pareant  In  Idaha i  and 
0.4  In  Halna.   Tha  prapartlan  xaa  tara  In 
Sauth  Dakata.   In  Natal  I .  tha  prapartlan  af 
Aalana  ar   Pacific  lalandara  Maa  55.4  pareant. 
NOTC>  Daah  rapraaanta  sara  mr   raunda  ta  zara. 
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"I  can't  find  good,  loyal  workers 

fora  dollar  an  hour  within  a 

thousand  miles  of  here." 


YES  YOU  CAN 

YUC/^AN 


Were  only  460  miles  and 
90  minutes  by  air  from  the 
U.S. 

Labor  costs  average  under 
$1  an  hour  including  bene- 
fits. Far  lower  than  in  the 
Far  East.  And  less  than  CBI, 
Central  America  and  even 
less  than  the  rest  of  Mexico. 

The  turnover  rate  is  less 
than  5%  a  year 


:f^^7ir!ss^wj 


And  you  could  save  over 
$15,000  a  year,  per  worker,  if 
you  had  an  ofehore  produc- 
tion plant  here. 

So  if  you  want  to  see  how 
well  you  or  your  plant  man- 
agers can  live  here  while 
making  your  company  more 
competitive,  call  for  a  free 
video  tour  of  the  State  of 
Yucatan  at  708-295-179}. 


When  the  US.  is  too  expensive  and  the  Far  East  too  in, 
"Yes  You  Can  In  llUcatan." 

Governwent  of  the  State  of  Yucatan.  Mexico. 
Department  of  Industrial  and  Comwercial  Development 
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RELOCATION  IN  MEXICO  OF  U.S.  COMPANIES 


(Prepared  by  Oversight  of  Government  Management 
Subcommittee  staff  based  on  information  provided 
by  The  Resource  Center,  Albuquerque,  New  Mexico) 
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RELOCATION  IN  U.S.  OF  MEXICAN  COMPANIES 


(Prepared  by  the  Oversight  of  Government  Management 
Sxibcommittee  staff  from  information  provided  by  The 
Resource  Center) 
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MANUFACTURING  IN  MEXICO 
WHY  GO  OUTSIDE  THE  U.S.? 

Labor  represents  a  large  percentage  of  most  companies'  costs.  "Labor",  of  course,  includes  not  only 
direct  hourly  wages,  but  also  the  indirect  labor,  supervision  and  technical  support  that  make  up  a  large 
portion  of  overhead  costs. 

To  reduce  labor  costs,  many  companies  have  turned  to  automation,  wage  reductions,  cost  reduction 
programs,  profit  sharing  programs  and  job  enrichment  programs.   For  some,  these  actions  have  been 
sufficient.   But  for  many  others,  especially  those  fighting  foreign  competition,  these  steps  haven't  ac- 
complished enough.  The  basic  problem  with  global  competition  is  that  many  countries  have  hoiu-ly 
and  salaried  wage  rates  that  are  far  below  those  in  the  U.S.  To  compete,  you  may  have  to  use  some  of 
this  non-U.S.  labor.   It  may  cost  some  production  jobs  in  your  U.S.  plant,  but  by  becoming  more  com- 
petitive, you  will  be  able  to  grow  and  create  other  jobs.  Thousands  of  U.S.  companies  have  felt  it 
necessary  to  take  this  route,  by  buying  parts  oveiseas,  subcontracting  fabrication  and  assembly  work, 
buying  finished  product  from  foreign  sources  or  setting  up  their  own  facilities. 

WHY  GO  TO  MEXICO? 

In  the  1970's  and  early  1980's,  most  companies  that  ventured  o^hore  went  to  Southeast  Asia.  They  ac- 
complished most  of  their  objectives,  but  several  problems  often  arose: 

•  Communications  were  difficult. 

•  "Letters  of  Credit"  tied  up  their  lines  of  credit. 

•  Quality  problems  necessitated  hiring  outside  QC  firms  for  on-site  inspections. 

•  Tooling  somehow  became  the  permanent  property  of  the  vendor. 

•  Delivery  performance  was  sometimes  sporadic. 

•  Shipping  and  customs  lead  times  required  purchasing  products  far  in  advance  of  requirements 
and  increasing  finished  goods  and  raw  materials  inventories  to  provide  a  cushion. 

•  Designs  were  copied  by  foreign  competitors. 

In  addition  to  these  problems,  wage  rates  have  started  to  rise  in  many  Asian  countries,  lessening  the 
comparative  advantage.   And  the  dollar's  fall  has  made  many  of  their  currencies  more  expensive. 
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So,  in  the  past  few  years,  over  1,000  U.S.  companies  have  turned  to  Mexico  for  their  labor  require- 
ments, particularly  for  assembly  or  processing  operations  with  raw  materials  or  components  supplied 
from  the  U.S.   Going  to  Mexico  offers  the  following  advantages: 

1.  The  Republic  of  Mexico  set  up  the  Maquiladora  program  in  1965.  This  program,  coupled 
with  Section  807  of  the  U.S.  Tariff  Code,  allows  U.S.  companies  to  bring  U.S.  raw  materials  and 
con:^>onents  into  Mexico  duty  free  and  bring  semi-finished  or  finished  goods  back  into  the  U.S. 
with  duties  typically  paid  only  on  the  value  added  by  Mexican  labor. 

2.  Many  Maquiladora  management  companies  have  their  headquarters  in  the  U.S.  This  allows 
you  to  deal  with  them  just  like  you  would  any  other  U.S.  vendor,  with  easy  communications,  no 
letter  of  credit  (just  simple  contracts  and  purchase  orders). 

3.  You  can  maintain  tight  control  on  the  flow  of  raw  materials,  tooling  and  production  processes. 

4.  Because  most  plants  are  close  to  the  border,  you  can  frequently  inspect  the  facilities  to  ensure 
QC  procedures  are  being  followed.  Your  customers'  inspectors,  U.L.  and  regulatory  agencies 
can  do  the  same. 

5.  Reduced  shipping  times  reduce  forecasting  problems  and  reduce  your  required  investment  in 
finished  goods  inventory. 

6.  More  reliable  shipment  schedules  facilitate  just-in-time  factory  management.  _  ! 

7.  Mexican  wage  rates  for  hourly  and  salaried  workers  are  equivalent  to  or  lower  than  those  in  any  ^ 
Asian  coimtry.  Hourly  wages  are  25%  lower  than  those  in  Hong  Kong  or  Taiwan.  For  ex-  i 
ample,  minimum  wage  is  approximately  $0.90  per  hour,  including  all  fringe  benefits.  ' 

8.  The  Mexican  peso  has  been  falling  in  relation  to  the  U.S.  dollar,  while  most  Asian  currencies  I 
have  been  rising. 

I 

9.  Mexico  has  a  large  pool  of  highly  motivated  semiskilled  and  unskilled  labor,  which  is  ideal  for       j 
most  assembly  and  packaging  operations.   It  also  has  a  growing  supply  of  middle  and  upper 
management  and  technical  persormel,  many  of  whom  have  been  trained  in  the  U.S. 

10.  Surveys  show  that  more  U.S.  jobs  are  preserved  when  operations  are  moved  to  Mexico  compared  i 
to  moving  to  the  Far  East,  because  U.S.  companies  retain  more  involvement  in  providing  raw 
materials,  technical  support  and  shipping. 

i 

1 1.  Due  to  Mexico's  growing  oil  and  electrical  industries,  energy  rates  are  about  one  third  of  those  i 
in  the  U.S.  i 

12.  As  a  general  rule,  you  will  be  able  to  save  at  least  50%  of  all  the  costs  associated  with  each 
production  or  support  person  when  that  position  is  moved  to  Mexico.  j 

(Note:   As  you  may  have  noticed  in  business  publications  and  news-papers,  many  Japanese 
companies  have  also  been  setting  up  operations  in  Mexico,  for  some  of  the  same  reasons). 
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HOW  TO  ACCOMPLISH  YOUR  MOVE 

You  can  operate  under  the  Maquiladora  program  in  any  of  the  following  ways: 

Subcontract 

You  engage  a  Mexican  job  shop  to  assemble  or  process  your  materials,  just  as  you  wouldin  the  U.S. 
You  pay  for  the  work  by  the  hour  or  by  the  piece;  the  vendor  handles  all  customs  paperwork  and  tax 
obligations. 

'Shelter" 

A  Maquiladora  management  company  can  provide  facilities,  production  personnel  and  administrative 
and  technical  support  for  your  production.   You  provide  the  raw  materials,  equipment  and  tooling,  pay 
for  labor  hours  incurred,  exercise  quality  control  and  schedule  production.  You  or  the  Maquiladora 
management  company  can  provide  general  management  personnel.  Having  your  own  employees  work 
exclusively  on  your  products  increases  efficiency  and  can  reduce  labor  costs  compared  to  subcontract 
labor. 

Subsidiary 

You  may  choose  to  set  up  your  own  wholly-owned  subsidiary.  You  can  do  this  on  your  own,  or  have  a 
Maquiladora  management  company  set  it  up  and  manage  it  for  you  temporarily.  You  may  provide 
whatever  management  personnel  you  wish.   If  your  plant  is  close  to  the  border,  your  management  may 
commute  from  the  U.S. 

There  are  dozens  of  companies  that  could  help  you  set  up  Maquiladora  operations  in  Mexico: 

•  Mexican  job  shops  with  U.S.  sales  representatives, 

•  Mexican  industrial  park  management  companies, 

•  Shelter  management  companies,  some  based  in  the  U.S.,  some  in  Mexico, 

•  Independent  consultants,  some  of  whom  are  builders  or  attorneys. 

Our  company,  IVEEKX),  is  a  well  established  Maquiladora  management  company  headquartered  in 
Orange  County,  CA.   We  manage  shelter  programs,  have  our  own  job  shops,  and  provide  subsidiary 
consulting  services.  The  following  section  explains  why  we  believe  that  dealing  with  IVEDCO  will 
give  you  the  best  possible  results. 
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WHY   CHOOSE   rVEDCO? 

1.  We  can  offer  and  manage  any  type  of  maquiladora  arrangement  desired: 

•  Subcontract  Work  -       with  I VEDCO  owned  job  shop  facilities. 

•  'Shelter  Program'  -       IVEDCO  can  manage  a  separate  facility  and  staff  for  your  operations; 

facilities  can  also  be  shared  with  other  U.S.  companies  to  reduce  costs. 
Plant  space  is  available  in  Mexicali  and  Tecate. 

•  Subsidiary  -  IVEDCO  can  provide  consulting  services  to  help  you  set  up  your 

wholly  owned  subsidiary. 

•  'Incubator'  -  If  you  want  your  own  wholly  owned  subsidiary  in  the  long  run  but 

want  someone  to  set  it  up  and  temporarily  manage  it  for  you, 
rVEDCO  can  provide  unique  "incubator"  management  services. 

2.  rVEDCO  has  experienced  American  general  management  and  operations  management  per- 
sonnel located  in  Orange  County,  California  and  experienced  Mexican  operations  management 
personnel  in  Mexico.  All  IVEDCO  managers  have  previously  worked  for  U.S.  companies  that 
set  up  Maquiladora  operations. 

3.  We  have  extensive  experience  in  Maquiladora  management,  having  successfully  brought  ten 
companies  into  Mexico  in  the  last  three  years. 

4.  Operations  persoimel  can  offer  extensive  manufacturing  engineering  and  I.E.  support  to  ex- 
pedite your  move. 

•  5.         rVEDCO  has  in  depth  experience  in  quality  control.   We  can  implement  statistical  process 

control  sampling  procedures,  and  qualify  your  facility  for  your  U.S.  customers  or  testing  and/or 
regulatory  agencies. 

6.  Company  communications  and  transportation  systems  include  telephone,  facsimile  machines, 
company  persoimel  vans  and  company  tractor  and  trailers. 

7.  We  have  experience  in  a  broad  range  of  manufacturing  processes,  including  electronics  assembly, 
mechanical  assembly,  painting,  metal  polishing  and  fmishing,  welding,  stamping,  die  casting, 
sand  casting,  cleaiuoom  operations,  sterilization  procedures,  fiberglass,  molding,  packaging  and   I 
sewing. 

8.  IVEDCO  maintains  excellent  relations  with  Mexicali  and  Tecate  city  officials,  Baja  California  sta 
officials,  local  attorneys  and  builders,  accounting  and  real  estate  development  firms,  U.S.  Cus-     m 
toms  specialists  and  customs  brokers.  | 

ji 

9.  We  are  familiar  with  manufacturing  companies  within  Mexico,  enabling  us  to  buy  selected  raw     i  | 

materials  at  favorable  prices.  j 

10.  IVEDCO  maximizes  the  use  of  Mexican  management  in  their  manufacturing  facilities.  The  gene 
experience  of  all  U.S.  companies  in  Mexico  shows  this  is  the  most  reliable,  productive  and  cost 
effective  method.   IVEDCO  can  provide  staffing  for  all  managerial  levels  as  desired. 
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11.  The  burdened  labor  rates  you  will  pay  are  competitive  with  all  other  Maquiladora  operations. 
Additional  costs  such  as  rent,  utilities,  shipping  are  typically  passed  through  to  you  with  only  a 
small  administrative  charge. 

12.  rVEDCO  can  handle  all  paperwork  related  to  permits,  customs  arrangements,  incorporation, 
Mexican  payroll  and  federal  taxes. 

13.  rVEDCXD's  customs  brokers  can  provide  warehouse  space  in  Calexico  and  Tecate,  CA.,  for 
staging  shipments  in  and  out  of  Mexico.  Finished  goods  can  be  shipped  from  these  locations 
direct  to  your  customers,  if  desired. 

14.  If  you  wish  to  purchase  or  construct  your  own  plant,  IVEDCXD  can  assist  in  locating  land  or 
btiildings  and  can  handle  the  purchase  transaction  or  construction  management. 

15.  Contractual  arrangements  with  IVEDCX)  are  simple  and  flexible.  Under  the  shelter  program, 
the  normal  conmiitment  is  for  a  minimum  of  IS  hourly  personnel  for  twenty-four  months  or 
more,  with  termination  or  extension  provisions. 

16.  Our  customers  include  divisions  of  several  Fortune  500  companies.   Specific  references  can 
be  supplied  upon  request 


WHAT  NEXT? 

We  recommend  that  the  following  steps  be  taken: 

1.  Meet  with  IVEDCX)  personnel  at  your  facility,  for  further  details  and  a  review  of  your  present 
operations. 

2.  IVEDCO  will  prepare  a  detailed  proposal  and  implementation  timetable,  tailored  to  your  needs. 

3.  Visit  IVEDCO  production  facilities  in  Mexico. 

In  this  way,  we  can  provide  all  the  data  you  need  for  a  decision  about  operating  in  Mexico. 

If  you  desire  to  study  the  Maquiladora  Program  in  more  detail,  the  following  reference  material  may 
be  requested  from  our  offices  in  El  Toro,  California: 


AN  OVERVIEW  OF  THE 

MAQUHADORA  PROGRAM 

IN  MEXICO 


242 


Collaetron  of  Arizona,  Inc. 

3000  Mariposa  Road 

Mogales,  AZ  8S621 

(602)  287-6695 

I.   Business  Description; 

A.  Principal  Business; 

-  Collectron  is  a  shelter  operator  that  starts  up  companies 
and  provides  administrative  support  for  them  to  assemble 
or  manufacture  under  the  Mexican  maquila  program. 

-  Under  the  Shelter  Plan,  a  corporation  is  merely  hiring 
labor  from  Collectron  and  using  Collectron 's  facilities 
and  services  located  in  Mexico.   Collectron 's 
subsidiaries  are  licensed  Mexican  corporations. 
Collectron,  though,  is  an  American  firm  licensed  in 
Arizona. 

-  Collectron  began  in  1965  and  is  now  the  country's  second 
largest  net  generator  of  foreign  exchange.  It  holds  top 
priority  with  the  Mexican  Federal  Government. 

B.  Foreign  Operations; 

-  Collectron 's  Maquila  Access  Services  will  put 
corporations  in  contact  with  reputable  contract 
manufactureres  in  the  states  of  Sonora,  Baja  California 
and  Chihuahua. 

-  An  abundant  supply  of  low  cost,  quality  conscious  workers 
are  available  in  the  industrial  regions  of  northern 
Mexico.   And  here  you  are  located  at,  or  within  a  few 
hours  of  the  U.S./  Mexican  border. 

-  Mexico's  legally  fringed  minimum  hourly  wage  has 
decreased  from  $1.59  in  1981  to  $0.71  in  1988.   The  U.S. 
had  an  average  manufacturing  wage  of  $13.90  in  1988  while 
Hong  Kong  had  $2.43,  Japan  had  $11.14  and  Korea  had  $2.46 
in  1988.   Other  southeast  countries  have  comparable 
salaries  of  around  $2. 

-  CaUiictroi^  has  succassfully  started  over  60  U.S. 
companies  in  five  Mexican  cities  in  which  it  operates. 
A  list  of  these  companies  is  included  in  the  brochure, 

C.  Product  Names;   No  indication  of  specific  Collectron 
product. 

III. Legal  Proceedings:   Not  included  in  mailing. 
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COLLECTRONS 

MAQUILA  ACCESS  SERVICES"  SHELTER  PLAN 
STARTED  THESE  U.S.  AND  FOREIGN 
MANUFACTURERS  IN  MEXICO: 


C  O  I.  1.  ■  C  T 


N 


A.M.S.D. 
Adams  Russell 

American  Brands/Wilson  Jones 
American  Electric  Cordsets 
AMP  Incorporated 
Applied  Magnetics 
Applied  Power,  Incorporated 
Arizona  Cambion  Corporation 
Badger  Meter  Company 
Bali  Company,  Incorporated 
Burndy  Corporation 
Chamberiain  Mfg.  Corporation 
Chrysler  Corp./Coleman 

Products  Company 
Coin  Art 

Collectron  Corporation 
Communications  Instruments, 

Incorporated 
Datamag,  Incorporated 
Data  Mex,  Incorporated 
Delmed,  Incorporated 
Denticon 

Deseret  Company 
Disposable  Profiles  Spartan,  Inc. 
Eberhard-Faber 
EMCO-Wheaton 
Elkhart  Door,  Incorporated 
Erie  Glass 

Foster  Grant  Corporation 
General  Electric  Company 
Hiltronics  West  Group 
Hyson  Industries 
Hubbell  Hermetic 

Refrigeration  Corporation 
ITT  Cannon 


ITT  PowerSystems 
Leech  Tool  &  Die 
Lundby  of  America 
Magnetic  Metals  Corporation 
Marathon  Electronics 

Manufacturing  Company 
Maxtor  Corporation 
McCulloch  Corporation 
Memorex  Corporation 
Molex,  Incorporated 
Optimize  Manufacturing 

Company 
PMI  Motion  Technologies 
Poulan  Weed  Eater 
Prestini  de  Mexico 
Prestolite  Wire 
Rockwell  International 
S.L.  Abrasives,  Incorporated 
S.L  Waber,  Incorporated 
Samsonite  Corporation 
Schlage  Lock  Company 
Shugart  Associates, 

Incorporated 
Superior  Healthcare  Group 
Thermax  Wire  Corporation 
United  Technologies, 

Incorporated 
Verbatim  (Eastman  Kodak) 
Walbro  Corporation 
Whitney  Blake  Company 

of  Vermont,  Incorporated 
Wickes  Manufacturing 

Company 
Xerox  Corporation 
Yupiteru  Industries,  Ltd. 


liW 
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IV.  Date  of  annual  meeting;   Not  included  in  mailing. 

V.  Profile  of  Board  Members: 
Michael  Gold,  President 
Ruth  Gold,  Secretary 


4 


List  of  Nogales,  Sonora  directors  included  in  mailing.   List 
only  includes  present  position.   It  has  no  indication  of  other 
businesses/companies  that  the  directors  could  be  involved  in  ' 
or  associated  with. 


'1 
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The  Advantages  Of  Manufacturing  In  Mexico 
Under  The  Maquiladora  Program 

More  than  1,000  U.S.  and  foreign  companies  manufacture  a  wide  range 
of  sophisticated  and  simple  products— from  automobiles  to  zippers— In 
Mexicol 


WHY? 


Advantages  of  the 

Mexican  Maquiladora  Program 


They  consistently  report  savings  of  up  to  $20,000.  or  more, 
per  direct  labor  employee  per  yearl  And  these  companies 
also  report  that  workmanship  and  productivity  of  their 
Mexican  workers  equals  and  often  exceeds  that  of  their 
U.S.  counterparts! 

And  now  labor  rates  in  f^iexico  are  lower  than  in  many  Far 
East  nations.  Cost-conscious  Japanese  manufacturers 
have,  in  fact,  found  that  manufacturing  in  Mexico  is  the 
only  way  to  beat  the  labor  rates  of  their  competitors  located 
along  the  Pacific  Rim. 

An  abundant  supply  of  low  cost,  quality  conscious  workers 
are  available  in  the  industrial  regions  of  northern  Mexico. 
And  here  you  are  located  at,  or  within  a  fe  /v  hours  of  the 
U.S./MexIcan  border;  quickly  accessab'e  to  any  point  in 
the  United  States. 

Unlike  transoceanic  offshore  locations,  ^^exicol5 
geographical  proximity  to  the  United  States  offers 
significant  advantages: 

•  Transportation  and  communications  are  faster  and 
cost  less  than  far  away  offshore  locations. 

t  Your  travelling  personnel  and  material-in-transit 
turn-around  times  can  often  be  calculated  in  hours, 
not  days  -  or  weeks! 

•  On-site  supervision  from  your  home  office  can  be 
frequent,  and  consistent. 

•  In  some  locations,  your  American  personnel  can 
live  in  the  United  States  and  work  in  Mexico. 

•  Mexico  offers  political  stability  not  found  In  many 
volatile  Far  East  and  third  world  countries. 


The  continued  growth  of  this  program— which  began  in 
1965  and  is  now  the  country's  second  largest  net  generator 
of  foreign  exchange— holds  top  priority  with  the  Mexican 
Federal  Government.  Advantages  of  the  program  are; 

•  Availability  of  low  cost  labor.  During  the  past  six  years 
the  fully  fringed  minimum  wage  in  Mexico  has  been 
under  $1.07  per  hour. 

•  The  48-hour  work  week  is  standard. 

•  Duty  free  entry  of  all  materials/components,  tools,  dies, 
molds,  machinery  and  equipment  that  will  be  used  in 
the  production  facility. 

•  Your  maquiladora  can  be  100%  American  owned.  You 
do  not  need  a  Mexican  partner. 

•  Articles  assembled,  repaired,  processed  or  even 
manufactured  in  Mexico  may  enter  the  United  States 
under  very  favorable  U.S.  Customs  tariff  provisions. 

•  There  is  no  limit  to  the  number  of  American  personnel 
that  may  staff  a  (naquila  operation  in  Mexico. 


Skille<t  lingers  speed  intricate  operations. 


OC<a«mn  01  Mzona.  Mc  1« 
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THE  SHELTER  PLAN 
IN  SUMMARY 


Five  Simple  Steps  To  Mexican  Production  and  Savings  .  . . 
Let's  assume  that  you  want  to  start  your  Mexican  venture 
under  the  Maquila  Access  Services  Shelter  Plan.  Here's 
how  easy  it  really  is: 

1.  Select  a  production  and  people-oriented  member  of 
your  domestic  stall  as  your  plant  manger  in  Mexico. 
Be  sure  he  or  she  has  a  U.S.  passport. 

2.  While  your  new  plant  manager  is  becoming  acclimated 
in  Mexico,  your  home  plant  has  selected,  packed  and 
shipped  all  production  equipment  and  raw  materials 
needed  to  begin  production  to  one  o(  our  warehouses 
located  near  the  border. 


3.  Your  plant  manager— in  his  new  home  — is  familiarizing 
himself  with  his  production  facilities,  interviewing 
supervisory  and  lead  personnel  and  meeting  key 
Mexican  and  American  businessmen  and  managers 
of  other  maquila  plants  operating  in  the  area. 

4.  Production  equipment  and  materials  arrive  and  the 
Shelter  Plan  prepares  transfer  documents  and 
arranges  for  its  crossing  to  your  Mexican  production 
facility.  You  pay  only  freight  and  brokerage  charges. 

5.  Your  plant  manager  receives  production  material, 
supervises  its  setup  and  check  out,  starts  training 
programs  and  begins  production  as  quickly  as  possible. 


AN  INVITATION 


If  you  want  to  enjoy  the  profitability  of  manufacturing  in 
Mexico  and  if  what  we've  said  about  fv^aquila  Access 
Services  . . . 

•  Shelter  Plan 

•  Contract  Manufacturing 
•  Turnkey  Option 
. . .  makes  sense  to  you,  we  encourage  and  welcome  you 
to  visit  usi 

See  the  colorful  cities  of  Northern  Mexico  and  visit  a 
variety  of  production  operations  in  action.  We'll  introduce 
you  to  the  American  managers  of  these  plants.  You  ask 
them  about  operating  in  Mexico— at)out  how  the  Shelter 
Plan  has  helped  them— about  the  Mexican  people  and 
the  quality  of  their  work.  They'll  give  you  honest  answers 
based  on  their  first-hand  experiences! 
Please  call  or  write  any  of  our  offices  for  more  information 
and  to  arrange  a  visit— soon. 

/ 
/ 


Pride  ol  worlimansHip:  hsilmark  ol  the  dedicated  Mexican  employee. 


Gus  RIgoll,  President 
Al  RIgoll,  Director  of  Sales 
NIkkl  Oodler,  Sales  Manager 

COLLECTRON 

OF         ARIZONA,  INC. 

3000  Mariposa  Road  •  Nogales,  AZ  85621 
(602)  287-6205/287-6695  •  FAX  (602)  287-5403 
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Maquila  Access  Services  '  Offers  Three  Easy 
Ways  To  Manufacture  In  Mexico  .  .  . 
Right  Now! 


We  offer  three  trouble-free  ways  to  start-up  and  continue 
manufacturing  under  the  Mexican  Maquiladora  program 
while  reducing  your  production  costs  up  to  50%: 

1.    Contract  manufacturing  .  . 
The  quickest  way  to  test-prove 
dollar  savings;  Mexican  labor 
skills 

You  may  prefer.  Initially,  to  sutjcontract  your  product  with 
an  experienced  American  firm  already  operating  a  maquila 
in  Mexico.  Collectronis  Maquila  Access  Services  will  put 
you  In  contact  with  reputable  contract  manufacturers  in 
the  states  of  Sonora,  Baja  California  and  Chihuahua. 


2.  Our  turnkey  option  that 
provides  a  plant  ready  to 
operate 

This  complete  service  places  your  operation  in  a  fully 
equipped,  fully  staffed  plant  in  Mexico.  It^  built  and 
equipped  to  your  specifications  and  is  ready  to  produce 
your  product  at  maximum  profitability  when  you  move  in. 

3.  MAQUILA  ACCESS 
SERVICES":  The  Pioneer 
Shelter  Plan  that  offers  the 
easiest,  quickest  way  to  start 
your  Mexican  operation 

Maquila  Access  Services  offers  a  unique,  proven  Shelter 
Plan  program  that  simultaneously  simplifies  and 
maximizes  the  benefits  of  manufacturing  in  Mexico  under 
the  maquila  program. 

Numerous  Fortune  500  companies  including  General 
Electric,  ITT,  United  Technologies,  Rockwell  International, 
Samsonite,  Xerox— more  than  50  firms  to  date— have 
used  our  Shelter  Plan  to  begin  their  operations  In  Mexico. 

Maquila  Access  Services  began  in  Nogales,  Sonora, 
Mexico  in  1969.  Owned  and  operated  by  Collectron  of 
Arizona,  Inc.,  it  was  previously  known  as  the  Nogales 
Shelter  Plan  and  Is  considered  to  be  the  most  complete, 
most  experienced  and  professionally  operated  program 
available  along  the  U.S. /Mexican  border. 


1 
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^  Modern  facilities  ^use  maquitas. 

▼  Complex  machines  are  used  in  maquila  plants. 
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Under  The  Maquila  Access  Services    Shelter  Plan 
The  Best  Of  Two  Skilled  Disciplines  Are  Integrated: 


f 


YOU     PROVIDE 

your  new  Mexican  facility  with: 

•  raw  materials  and  components 

•  production  equipment  and  tools 

•  on-site  plant  management .  .  . 

.  ,  .  AND  YOUR  ABILITY  to  produce  your  product  to  your 
specifications 


WE     PROVIDE 

assistance  in  site  selection/securing  all  Mexican  permits 

start-up  and  on-going  consultation 

direct  labor  tested,  screened  to  your  skill  requirements 

help  in  selecting  middle  management  and  technical 

personnel 

a  modern,  well  equipped  production  facility 

all  normal  operating  utilities 

building  maintenance  and  insurance 

janitorial  services  and  supplies 

interface  with  Mexican  officials 

U.S.  and  Mexican  Customs  administration 

personnel,  accounting  and  payroll  administration 

staging  warehouse  space  in  the  U.S. 


YOU  PAY  THE  SHELTER  PLAN 

(in  U.S.  dollars)  ONLY  FOR:  direct  labor  hours  worked 
(48-hour  week)  times  the  Shelter  Plan  hourly  rate. 

Expenses  noc  included  inThe  Shelter  Plan  Rate 

•  direct  labor  overtime 

•  salaries  of  your  American  personnel 

•  wages  of  your  Mexican  indirect  and  salaried  personnel 

•  severance  pay 

•  leasehold  Improvements 

•  freight  charges 

•  U.S.  Customs  duties 

•  U.S. /Mexican  bonds 

•  Customs  brokerage  charges 

•  insurance  on  your  equipment  and  materials 


A  Sholier  Plans  US  Cusloms  adminisiratofs 

▼  US.  Customs  carefully  inspects  every  shipment. 
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The  Maquila  Access  Services      Shelter  Plan: 

How  It  Works: 


We  are  a  managemenl/adminislrative/  operations  group 
oKering  two  decades  o(  experience  m  ofgamzmg.  star ling- 
up  and  operating  ollshore  plants  In  the  Mexican  Stales  of 
Sonora  and  Baia  Calilornia. 

Your  contract  is  with  our  American  (irm.  Collectron.  Our 
Mexican  sutjsidianes  — our  employees  — manage  and 
operate  our  Shelter  Plans  in  various  cities  in 
Mexico  .       Mexicans  working  with,  understanding 
Mexican  culture,  mores,  laws  and  protocol 


Using  the  Shelter  Plan,  you  can  be  m  production  in  90 
days,  or  less!  And  you'll  do  it  with  limited  financial  nsk  and 
without  legal  or  financial  involvement  in  Mexico. 

Briefly  staled,  the  Shelter  Plan  totally  eliminates  or  greatly 
simplifies  a  number  of  potential  problems  thai  arise  when 
attempting  to  start-up  and  operate  a  business  in  a  foreign 
country  For  example,  the  Maquila  Access  Services 
Shelter  Plan: 


•  Eliminates  large  capital  outlays  for  a  production  facility. 

•  Eliminates  the  need  for  incorporating  in  Mexico. 

•  Eliminates  long-term  contractural  commitments. 


Eliminates  lengthy  start-up  schedules. 


^  Sheiiar  Plan  pfovtdes  co<npieie  computer  services 
T  Srielier  Plan  careluiiy  scre«ns  new  employees 


^  Shelter  Plans  Memcan  Customs  administratofs 
▼  New  client  'start-up  team"  co-ortjination  meeting 
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How  The  Maquila  Access  Services"^  Shelter  Plan 
Personally  Puts  You  To  Work  In  Mexico: 


Shelter  Plan  Start-up  Teams 

When  our  initial  evaluation  has  deternnined  that  your 
product  can  be  produced  cost  eHectively  in  Mexico  and 
you  decide  to  begin  operations  under  the  Shelter  Plan, 
we  assign  three  teams  to  help  launch  your  new  subsidiary 
One  team  goes  to  your  home  office.  It  familiarizes  your 
administrative  staff  with  the  accounting  and  record  keeping 
that  the  U.S.  and  Mexican  governments  will  require  lor 
your  new  subsidiary  It  also  instructs  your  personnel  in 
the  strict  documentation  and  packing  requirements 
needed  to  ship  your  production  equipment  and  materials 
to  Mexico  without  delay 

A  second  team  is  interviewing  and  testing  Mexican  lead 
personnel  lor  the  skills  you  have  requested.  If  you  have 
requested  Mexican  administrative  and  technical 
personnel,  this  team  will  also  be  screening  them  for  your 
approval. 

This  team  also  secures  your  Mexican  operating  permits 
as  well  as  obtaining  wori<  permits  for  the  Americans 
staffing  your  maquila. 

Still  another  team  is  working  closely  with  your  staff  prepar- 
ing drawings  and  documentation  for  the  plant  facilitation. 

Your  Direct  Labor  Is  Provided 

Included  in  the  Shelter  Plan  billing  rate  is  the  cost  of  your 

direct  labor  workforce  and  all  payroll  taxes  and  fringe 

benefits  required  by  Mexican  law. 

"Direct  Labor"  includes  line  workers,  material  handlers, 

group  leaders  and  inspectors.  The  Shelter  Plan  will  hire 

the  number  of  direct  labor  employees  you  specify  and  will 

provkJe  additional  direct  labor  as  you  grow. 

We  will  also  hire  specially  skilled  indiroct  labor  and  staff 

to  meet  your  administrative,  supervisory  and  technical 

needs.  You  are  billed  separately  for  these  indirect 

employees  at  cost. 

Your  Manufacturing  Facility  Is  Provided 

In  addition  to  your  direct  labor,  the  Shelter  Plan  provides 
a  modern  manufacturing  facility.  This  space  may  comprise 
part  or  all  of  a  building  depending  on  the  number  of 
employees  you  require.  Normally  we  provide  150  square 
feet  of  space  for  each  direct  labor  employee. 

U.S.  Warehouse  Space  Is  Provided 

Our  Shelter  Plan  provides  warehouses  in  the  United  States 
through  which  your  shipments  to  and  from  Mexico  can  be 
staged. 

U.S.  Customs  Administration  Is  Provided 

Our  Shelter  Plan  prepares  all  required  U.S.  Customs 
Servtee  reports  and  documentation  on  your  behalf,  in 


addition,  our  in-house  licensed  customs  broker  will: 

•  Advise  you  of  the  most  beneficial  method  of  entering 
your  merchandise  into  the  United  States  to  achieve  the 
lowest  legal  duty  exposure. 

•  Ensure  that  required  country  of  origin  markings  on  your 
product  and/or  packaging  complies  with  current  marking 
laws. 

•  Prepare  and  deliver,  in  your  behalf,  the  required  semi- 
annual cost  submission  reports. 

•  Determine  if  validated  export  licenses  are  required  to 
export  your  machinery  and  materials  to  Mexico.  If  an 
export  license  is  required,  we  prepare  and  submit  the 
license  application,  in  your  behalf,  to  the  Department  of 
Commerce  in  Washington,  D.C. 

•  Keep  you  informed  of  any  changes  or  revisions  in  the 
Customs  Regulations  that  could  effect  your 
importations. 

Mexican  Customs  Administration  Is 
Provided 

Our  Shelter  Plan  prepares  all  Mexican  import/export 
documentation  required  for  your  maquila  operation.  We 
also  maintain,  in  your  behalf,  all  import/export  controls 
required  by  the  Mexican  government. 

Computer  Services  Are  Provided 

The  Shelter  Plan's  Computer  Services  Department 
prepares  payroll  reports  and  U.S./Mexican  customs 
invoicing  for  your  Mexican  operation.  This  department  also 
generates  a  monthly  report  detailing  your  expenses 
incurred  in  Mexico. 

On-Going  Professional  Business 
Consultation  Is  Provided 

While  you  are  operating  under  the  Shelter  Plan  your  on- 
site  manager  and  his  staff  will  be  learning,  with  the  aid  of 
Shelter  Plan  experts,  all  of  the  nuances  of  doing  business 
in  Mexico:  from  Mexican  labor  laws  to  U.S./Mexican 
customs  procedures.  This  continuous  "on-the-job"  training 
becomes  invaluable  should  you,  at  some  time  in  the  future, 
elect  to  graduate  from  the  Shelter  Plan  and  establish  your 
own  Mexican  corporation. 


Memorandum  Of  Agreement 

Ibu  sign  a  simple  memorandum  of  agreement  with 
flBBBMBillH^HM  an  American  corporation 
JuJS^^^^^ears^enewable  in  12-monlh 
increments.  A  clause  allows  you  to  terminate  the 
agreement  upon  90  days  written  notice.  There  are  no 
cancellation  charges. 


Its 
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Questions  Frequently  Asked: 


ABOUT  THE  SHELTER  PLAN 

Q I  How  do  I  know  that  once  set-up,  my  Mexican 
operation  will  be  as  effective  as  you  claim? 

A",  Before  we  sign  a  contract  with  you.  a  Shelter  Plan 
evaluation  team  conducts  feasibility  studies  to  determine 
not  only  your  physical  requirements,  but  the  characteristics 
of  the  product  you  plan  to  assemble  or  manufacture  in 
Mexico.  We  are  primarily  interested  in  labor  content  and 
customs  duty  classification. 

Should  any  factor  indicate  that  your  move  would  fail  to 
achieve  the  potential  production  and  dollar  savings  claims 
we  make,  we  would  explain  this  to  you  and  terminate  our 
discussions. 

Q I  If  my  product  and  company  are  accepted  after 
your  feasibility  study  am  I  guaranteed  the 
performance  that  you  Indicate  others  are  achieving? 

A",  That  would  be  impossible  lor  us  tc  do.  We  provide 
you  with  good  facilities  and  capable  employees,  but 
production  know-how  and  profitable  management  is  your 
contribution  to  the  success  of  the  program. 

Qj  Is  there  a  time  limit  to  my  operation  under  the 
Shelter  Plan? 

A  J  No.  You  may  renew  your  contract  any  number  of  times 
and,  of  course,  may  expand  your  operation  as  you  wish, 
even  within  a  contract  period. 

Qj  How  and  when  am  I  billed? 

A I  You  are  invoiced  weekly  for  the  total  number  of  direct 
labor  hours  worked  multiplied  by  the  Shelter  Plan  hourly 
rate.  - 

Q ',  You  say  I  can  be  In  operation  in  as  little  as  60 
days  after  I  sign  your  contract.  I  can't  set  up  a  new 
plant  that  fast  In  the  U.S. 

A  J  That's  true!  We  have  people  and  facilities  available 
at  all  times  and  select  both  on  the  basis  of  your  specific 
requirements.  But  you  must  tell  us  exactly  what  you  need, 
and  when.  Then  you  must  ship  down  the  tooling,  benches, 
chairs,  special  equipment,  raw  materials,  etc.  and  rarely 
can  a  large,  or  even  medium  sized  company  turn  this 
around  in  60  days.  But  it  has  happened  with  smaller 
operations  and  it  you  can  do  it— we  can  do  ill 

Qj  Now  waltl  I  ship  my  tooling,  test  gear, 
prints  . . .  Into  Mexico?  Who  Is  going  to  be  thumbing 
through  my  confidential  drawings?  Who's  in  control? 

A I  Only  your  employees  have  access  to  your  prints  and 
will  be  using  your  equipment— and  only  to  the  extent  that 
you  permit  or  train  them.  Your  local  manager  controls  this 


just  as  he  would  in  a  U.S.  plant.  It's  his  responsibility,  as 
is  the  quality  of  your  production. 

Qj  When  my  plant  Is  In  operation  how  do  my 
materials  and  production  move  in  and  out  of  Mexico? 

A I  The  lee  you  pay  the  Shelter  Plan  includes  use  of  our 
warehouses  conveniently  located  in  the  U.S..  but  close  to 
the  border  Here,  your  shipments  are  "staged"  for 
movement  into  or  out  of  Mexico.  You  ship  to  and  from  our 
warehouses  where  we  prepare  all  import/export  customs 
documentation. 

When  your  plant  manager  has  a  shipment  ready  to  cross 
into  the  U.S.  from  your  Mexican  operation,  he  notifies  us. 
We,  in  turn,  notify  our  customs  broker  who  prepares  the 
import  documentation  based  on  the  commercial  invoice. 
You  are  billed  at  cost  for  the  brokers  fee.  If  not  transported 
in  your  truck,  the  shipment  goes  to  a  Collectron  warehouse 
in  the  U.S.  and  is  reshipped. 


Q 


Buildings  are  facililaled  to  your  requirements. 


_. ;  What  plant  facilities  and  work  areas  do  you 
supply?  What  if  i  need  additional  space? 

A ;  Basically  we  allow  150  sq.  ft.  of  space  for  each  direct 
labor  employee  you  hire.  Additional  space  is  available  at 
a  negotiated  rate.  An  office  is  provided  for  the  plant 
manager  as  well  as  one  telephone  line  and  two  extensions. 
Our  maintenance  staff  can  provide  most  additional 
services  including  carpentry  plumbing,  wiring  and 
modifications.  We  provide  quotations,  and  if  approved, 
invoice  you  at  cost  for  labor  and  materials. 
If  we  cant  handle  your  request  for  special  power  and 
wiring,  unique  plumbing  or  ducting,  or  any  other  project 
beyond  our  capabilities,  we  contact  reputable  Mexican 
contractors— usually  those  we  have  worked  with 
previously -and  obtain  quotations.  Again,  we  bill  you  at 
cost  if  you  approve  the  job.  Our  Mexican  company  deals 
with  another  Mexican  company  Your  plant  manager  need 
not  get  involved.  We  will  also  provide  any  other  production- 
related  materials  such  as  chairs,  benches,  tables,  special 
lighting,  etc.  at  cost.  We  need  only  your  plant  manager^ 
signature. 
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EMPLOYEES 

Q  i  You  indicate  that  I  could  transfer  |ust  one  person, 
a  plant  manager,  to  Mexico.  How  could  he  or  she 
nandle  all  the  details,  plus  the  language  problem? 

A I    The  size  ol  your  operation,  the  complexity  ol  your 
product  and  Ihe  training  programs  you  conduci  lor  your 
Mexican  supervisors  and  lead  personnel  determine  how 
much  initial  help  your  plant  manager  may  require   H  you 
wish,  we  can  provide  bilingual,  technically  onenied 
personnel  to  assist  your  plant  manager  from  start-up  on. 

Q;    How  do  I  locale  and  hire  these  supervisory/ 
technical  people? 

A I   We  screen  and  test  all  prospective  employees  to  fit 
your  |0b  descriptions  We  then  arrange  interviews  (or 
candidates  with  your  plant  manager  who  will  make  the 
final  decision  We  hire  those  individuals  you  select,  pay 
their  salaries  and  bill  you  at  cost  (or  their  services 

Qj   You  refer  to  these  people  as  "my"  Mexican 
employees.  I  thought  you  hired  and  paid  them! 

A I  We  do.  Technically  they  are  employed  by  us.  but  they 
are  assigned  permanently  to  you   When  we  know  what 
type  ol  direct  labor  skills  you  need,  we  select  the  workers 
best  suited  for  your  requirements  To  do  this  we  interview 
and  test  all  applicants  When  sent  to  your  plant  manager 
we  request  that  he  or  she.  or  a  supervisor,  also  interview 
each  prospective  employee  |ust  as  you  would  m  the  U  S 
The  employees  accepted  are  then  assigned  to  you  and 
report  daily  (or  work  as  you  direct. 

Q I   Do  I  gel  the  same  workers  every  day— or  am  I 
drawing  from  a  labor  pool? 

A I   The  workers  you  have  previously  selected  are 
.  assigned  to  you  and  report  lo  your  plant  every  day  Your 
plant  manager  approves  their  time  cards  weekly  and  we 
pay  them,  and  invoice  you.  on  the  basis  ol  these  cards. 
II  a  worker  IS  sick  you  have  one  less  employee  (or  that 
period  Since  your  workers  are  trained  as  part  ol  a 
production  team  we  cannot  easily  provide  suitable 
substitutes 


A  mooem  maau>i>  >n  oQ9'al>ot^ 


W  j  Can  I  terminate  a  Mexican  employee  who  is  not 
productive? 

f\,  Certainly' You  control  who  works  !or  you  When  you 
do  lerminale  an  employee,  however  expect  lo  pay 
severence  thai  in  Mexico  is  generally  less  than  that 
incurred  in  Ihe  US.  considenng  US  unemployment 
insurance. 

(J  1  What's  the  minimum  number  of  employees  I  have 
to  hire  from  the  Shelter  Plan? 

A I  In  our  experience  we  find  that  less  than  15  employees 
will  not  produce  the  profit  leverage  that  makes  a  Mexican 
operation  financially  attractive 


Q  J  You  say  that  I  will  have  no  legal  involvement  with 
the  Mexican  government.  How  can  we  operate  there 
without  a  license  or  permit  of  some  kind? 

A  J  When  you  operate  under  our  Shelter  Plan  you  are 
merely  hiring  labor  from  us  and  using  our  facilities  and 
services  located  in  Mexico.  Our  subsidiaries  are  licensed 
Mexican  corporations 

Q;   Can  the  Mexican  government  expropriate  my 
equipment  or  my  operation  in  Mexico? 

A I  They  could,  but  the  maquila  program  has  proved  so 
beneficial  to  the  Mexican  economy  and  provides  so  many 
jobs  in  the  northern  states  that  such  a  move  would  be  very 
unlikely  Also  U  SVMexican  government  and  economic 
relations  have  been  traditionally  compatible  And 
remember  that  more  than  1,000  U  S  firms  now  operate 
in  Mexico  under  the  maquila  program 

Qj   Must  my  plant  manager  learn  Spanish? 

A',     Its  not  necessary  because  most  ol  the  Mexican 
supervisory  personnel  are  bilingual  We  do  suggest, 
however  that  your  manager  learn  to  speak  Ihe  language 
because  it  will  make  him  or  her  a  more  etficient  manager 
We  can  provide  quaiilied  instructors  (or  you  at  very 
reasonable  costs 

Q;   Do  my  American  employees  working  in  Mexico 
need  U.S.  passports,  visas,  what? 

A I  Only  a  passport  is  needed  to  get  Mexican  worKmo 
papers  We  prepare  and  submit  lo  Mexican  Immigration 
all  documentation  necessary  to  obtain  work  permits  lO' 
Ihe  Americans  that  will  stall  your  laciily 

Q;  Do  I  need  a  Mexican  partner  to  operate  under 
the  maquila  program? 

A;  No  Your  plant  can  be  IOC •.  American  owned. 
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U I  I've  heard  rumors  Ihal  I,  or  my  plant  manager  may 
have  to  pay  "extraneous"  costs  to  certain  Mexican 
officials  to  keep  my  operation  run.-iing  smoothly.  Is 
this  true? 

A  J  This  practice  has  been  successful'y  discouraged  by 
us  and  the  Maquiladora  Association. 


U.S./MEXICAN  CUSTOMS  DUTIES 

CJ ',  What  does  the  term  "807"  mentioned  in  relation 
to  the  maquila  industry  mean? 

'  ^>  ^HliiAf'  '^  3  '-''^'  ^^"^  provision  which  allows 
manufacturers  to  assemble  products  abroad  and.  upon 
importation  into  the  United  Slates,  pay  U.S.  Customs 
duties  based  on  the  assessed  value  of  the  imported  article. 
less  the  cost  of  the  American  fabricated  components. 

To  qualify  under  Item  807,  the  finished  product  must  have 
been  assembled  abroad  — in  whole  or  in  part— ol 
Amer.can  fabricated  components  which: 

•  were  exported  in  a  condition  ready  for  assembly  without 
further  fabrication. 

•  have  not  lost  their  physical  identity. 

•  have  not  been  advanced  in  value  nor  improved  in 
condition  except  by  being  assembled  abroad  and  by 
operations  incidental  to  the  assembly  process. 

\J',  Is  It  true  that  I  can  send  articles  to  Mexico  to  be 
repaired  or  altered,  and  when  retured  to  the  United 
States,  pay  U.S.  Customs  duties  onl  /  on  the  value  of 
the  repair  or  alteration? 

A I  Yes.  under  Tariff  Provision  806.20  articles  can  be  sent 
abroad  lor  repair  or  alteration  and  wher,  'e-imported  into 
the  United  States  will  be  assessed  U.S.  Customs  duties 
only  on  the  cost  of  the  repair/alteration  2nd  any  materials 
added. 

\J',  is  it  true  that  certain  products  Imported  from 
Mexico  can  enter  the  United  States  duty-free? 

A  J  Yes.  Approximately  2,000  articles  that  are 
manufactured  in  Mexico  enter  the  U.S.  duty-free  under 
the  Generalized  System  of  Preferences  (GSP).  Our 
licensed  in-house  broker  can  tell  you  if  your  product  is 
eligible  for  duty-free  entry  under  GSP. 

CJj  Does  the  Imported  article  have  to  be  merited 
"Product  of  Mexico?" 

A  J  The  U.S.  Customs  regulations  require  that,  unless 
specifically  exempted  by  law.  every  article  imported  into 
the  United  Stales  must  be  marked  with  the  English  name 
of  the  article's  country  ol  origin.  Our  in-house  customs 
broker  will  review  your  marking  requirements  and  help  you 
determine  if  and  how  your  imported  articles  should  be 
marked. 


Vo/|  What  Mexican  taxes  will  I  have  to  pay? 

A  J  None!  Our  Shelter  Plan  pays  all  Mexican  taxes. 

wi  What  Mexican  fees  and  customs  duties  must  I 
pay  to  Import  my  equipment  and  materiais  Into  Mexico 
under  the  Maquiladora  Program? 

/\',   None!  Customs  duties  and  fees  are  not  assessed 
on  the  materials/components,  tools,  machinery  and 
equipment  used  in  your  Mexican  production  facility. 

Kj]  Can  I  sell  products  i  manufacture  in  Mexico  to 
the  Mexican  market? 

A  ]  Yes.  under  special  circumstances,  a  maquila  can  sell 
up  to  20%  o(  its  production  in  Mexico. 

Harmonized  Thrrlff  Schedulas,  HTS,  went  Into 
•ff»ct  In  1089.  Item  807  now  9802.00.80  HTS; 
Item  806.20  now  9802.00.40  HTS. 


ESTABLISHING  A 
MEXICAN  SUBSID! 


ARY 


Q|  If  operating  in  Mexico  is  as  profitable  and  the 
quality  of  product  manufactured  is  as  good  as  you 
claim,  what's  my  next  step— assuming  that  I  want  to 
stay  and  grow? 

A I  You  have  two  choices:  1)  you  many  continue  in  the 
Shelter  Plan,  expanding  your  operation  as  last  as  you 
wish.  2)  you  may  elect  to  start  a  subsidiary  operation 
incorporated  under  the  laws  ol  the  Republic  of  Mexico.  In 
this  case,  you  will  lease  your  own  production  facility  and 
arrange  lor  its  maintenance  and  utilities.  You  will  hire  your 
own  employees  and  set  up  your  own  payroll,  personnel 
and  administrative  departments.  You  may  "hire  away"  the 
employees  you  acquired  and  trained  while  operating 
under  our  Shelter  Plan  without  penalty  or  prejudice.  With 
your  own  corporation,  of  course,  your  management  will 
be  responsible  for  all  permits,  customs  activities,  contracts 
and  contact  with  local  bankers,  vendors  and  government 
officials  in  Mexico. 

U ',  Would  my  operation  stay  In  the  same  building  I 
am  using  under  the  Shelter  Plan? 

Aj  That  depends  on  several  factors:  the  size  of  your 
current  Shelter  Plan  operation,  where  it  is  located,  and 
your  long  range  expansion  plans. 

Q ',  if,  when  I  make  a  decision  to  set  up  a  subsidiary 
operation,  what  assistance  Is  available  to  my  firm  and 
my  plant  manager? 

A I  Our  Shelter  Plan  personnel  will  help  you  arrange  (or 
the  physical  move  and  will  make  sure  that  you  have 
secured  all  necessary  permits,  licenses  and  bonds.  They 
will  arrange  for  an  orderly  transfer  of  all  records  and 
personnel  and  assist  in  other  areas  as  needed. 
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NOGALES.  SONORA 


Maquila  Access  Services:  Directory  of  Offices, 
Telephone  Numbers  and  Personnel 


The  Nogales  Shelter  Plan 


Nogales.  Arizona  Office 

3000  Mariposa  Road 

Nogales,  Arizona  85621 

Telephone:  (60SJ  287-6205.  287-6695 

Fax:  (60a  287-5403 


Gus  Rigoll General  Manager 

John  Paul  Vybomy Director  of  U.S.  Customs 

(Importations  /  Exportationsl 

Albert  Rigoli Director  of  Sales 

Nikki  Dodier Sales  Manager 

Eddie  Bayze Customs  Audit  Coordinator 

Marco  Antonio  Espinosa Ass't  Director  of  U.S.  Customs 

Bill  Culton Warehouse  Manager 

BeeBee  Sainz Administrative  Assistant 


Sonitroniaa,  S.A.  da  C.V. 

Nogales,  Sonora,  Mexico 

T«Uphana:(011-5Z-S31)      2-4380 

2.33BB 
2-7977 
2-7700 


Maria  Elena  Gallego Director  of  Operations 

William  Wallace Director  of  Menuf acturing 

Zoila  Lerma Personnel  Plant  Manager 

Rafael  Mosquede Personnel  Administrative  Manager 

Emilio  Campos  Operations  Coordinator 

Susana  de  le  Torre Operations  Coordinator 

Rosalia  Romero Operations  Coordinator 

Jorge  Pedroza Cost  Analyst 

Lourdes  Lerma Human  Resource  Training 

Victor  Angulo Personnel  Psychologist 

Agustin  Arriola Manager-Import/Export 

Lydia  Pintado Manager-Mexican  Permits 

Miguel  Angel  Ortega Payroll  Manager 

Raul  Aguirre  Controller 

Guillermo  Vega Accounts  Receivable  Manager 

Agustin  Carrillo Maintenance  Project  Consultant 

Jose  Tabanico Supervisor-Plant  Security 

Mercella  Schacher  Video  Production 


See  reverse  side  for  Nogales,  Sonora  Profile 


1/90 


255 


COMPARISON  OF  MANUFACTURING  WAGES 

Mexico  and  United  States 


COLLECTRON 


U.S.  DOLLARS 
$16.00  _ 

14.00  _ 


12.00 . 


10.00  _ 


COMPARISON  OF  MANUFACTURING  WAGES 

I  MEXICO-legjIly  Fringed  Minimum  Hourly  Wage 
I  U.S.A.-Average  Manulicluring  Wage.  8LS. 


$1251 


$1296 


$13.21   S13.46 


$13.90 


2.00- 


*P»o  Devaluallon 


Maqulladora  Wages'  vs.  Average  Manufacturing  Wages  In  Other  Countries* 

Stated  w/fringe  in  US$  per  hour  worked 

1981  1982  1983  1984  1985  1986  1987  1988 


Mexico/ 
maqulla' 


1.59 


1.00' 


.80 


.89 


1.07 


.88 


.66 


'Mexican  minimum  wage  wTth  legal  Innges.  'Beginning  ol  Peso  Devaluation 

'US  Oepi  of  Labor.  Bureau  ol  Labor  Statistics.  8/89 


.71 


United  states 

10.84 

11.64 

12.10 

12.51 

12.96 

13.21 

13.46 

13.90 

Hong  Kong 

1.55 

1.67 

1.52 

1.60 

1.75 

1.89 

2.12 

2.43 

Japan 

6.18 

5.70 

6.13 

6.34 

6.47 

9.47 

11.14 

13.14 

Korea 

1.08 

1.16 

1.23 

1.32 

1.36 

1.46 

1.79 

2.46 

Taiwan 

1.18 

1.22 

1.27 

1.48. 

1.46 

1.67 

2.19 

2.71 

Singapore 

1.79 

1.96 

2.21 

2.46 

2.47 

2.23 

2.31 

2.67 
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COUUECTRON 

Of  ARIZONA.  INC 

MAOUILA  ACCESS  SERVICES' 


Dear    David: 

I       an  enclosing    our    Information    packet    which    gives    you      a      little 
information    on    our    company.       We    are    pr  1  mar  1 1  y  -aatshelter.  op»jfAt»ffc 

Jiik«^si*-hiSH''*«lTr%'Si  i§mirf**^6^'ma  R  u  f  a  c  t  a  I'e^'u  rt 


We   have 
Me  X 1 c  a  n 


successfully   started  over 
cities   In  which  we 


60  U.S.   companies   in   five 


If  you  are  interested  in  pursuing  this  further,  I  recommend  that 
you  come  and  visit  us  here  in  Nogales  so  that  we  might  discuss 
the  program  in  detail. 


Sincerely, 


,  it 


Albert  Rlgoli 
Director  of  Sales 


AR:bs 


ENC: 


3000  Mariposa  Road  •  Nogales.  AZ  85621  •  (602)  287-6205  /  287-6695 
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COLLECTnON 

OF  ARIZONA.        INC. 

MAQUILA  ACCESS  SERVICES' 
May    01,    1990 


Mr.  Darld  Sapp 

1010  Washington  Street,  i2R 

Horoken,  NJ   07030 

Dear  David: 

I   aa  encloslni  our  Inforaatlon  packet  which  gives  you   a 
Inforaatlon  on  our  coapany.   ITe  are  prlaarlly* 


We  have  successfully  started  over  60  U.S.  coapanlea  In  five 
Mexican  cities  In  which  we  operate.  These  Include  McCulloch 
Corporation  which  asseables  gas  operated  chain  saws  in  a  60,000 
square  toot  plant  employing  400  workers. 


If  you  are  Interested  In  pursuing  this  further,  I  recowMnd  that 
you  cose  and  visit  us  here  In  Nogales  so  that  we  sight  discuss 
the  prograa  In  detail. 


Sljic/^rely, 


Albert  RlgoU 
Director  of  Sales 


AR:bs 


ENC: 


3000  Mariposa  Road  •  Nogales,  AZ  85621  •  (602)  287-6205  /  287-€695 
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SAMPLES  OF  LETTERS  PROMOTING 
MEXICO'S  MAQUILADORA  PROGRAM 


Provided  to  the  Subcoinmittee 
by  the  AFL-CIO. 


September  17,  1991 


Mr.  Edward  F.  Crawford 

President 

Kay  Home  Products  Inc. 

1971  w.  asth  St. 

Cleveland,  Ohio  44102 

Dear  Mr,  Crawtord: 

There  is  great  opportunity  for  your  company  to  reduce  operating  costs  by 
taking  advantage  of  Mexico's  Maquiladora  Program.   Xs  a  world  class 
manufacturer  you  have  the  advantage  of  access  to  the  lowest  cost  labor 
fflarkec  in  North  Americal   Mexicol 

Consider  that  the  fully  fringed  labor  cost  along  the  border  in  Northern 
Mexico  averages  $  1.2S  per  hour.   Just  compare  that  to  your  real  cost  of 
wages.  This  equates  to  almost  $20,000  in  savings  per  employee  per  year. 

We  think  that  this  is  significant  enough  for  your  consideration! 

PZNSA  Grupo  Arguelles  is  a  private  Mexican  development  firm  specializing 
in  all  aspects  of  this  program,  including  building  availability,  site 
selection,  construction  and  raw  material  and  component  sourcing.   If  you 
prefer  less  involvement,  but  feel  you  would  benefit  from  some  aspect  of 
this  program,  FINSA's  affiliate  NOVA/LINK  Management  Concepts  can  offer 
you  its  stare  up  or  shelter  program  services  which  provide  hands  on 
management  of  your  product  line  or  complete  operation  at  a  very 
reasonable  cosr. 

If  you  are  interested  in  knowing  more  about  Mexico's  maquila  program,  we 
invite  you  to  come  and  visit  us  on  the  Texas/Mexico  border  or  we  will  be 
happy  to  schedule  a  visit  with  you  if  you  prefer.   Our  services  are 
offered  in  Matamoroe  (Brownsville),  Reynosa  (McAllen),  Nuevo  Laredo 
(Laredo),  Monterrey,  Cd.  Victoria  and  Mexico  City. 

Pleas*  call  Hector  J.  Someu,  Jr.  at  1-800-324-3467.   Let  aa   help  you 
become  mere  competitive! 

Sincerely, 

FZNSA  Ccupo  Arguelles 


Hector  J.  Romeu,  Jr. 
Marketing  Director 


«coa  OJ.  mm        MATMonoi  imm      wnrnwif  t 


, ■OKMUtnnHt      m  ivumM  lUaMOaiOMNn  "^jnoioeau  »>««>VU.  n  n 

<%,mm-*a  n.m9**t^  m.ai*Huni  •wuatnma  iohmwi,  m.  ^.ammtmt  TiLMiaHMnt 

'^M  MtMMMi  «uflii»woi  im.c»>»»rn  i«.ia»»i4  *"■»■"«  Kinm"-- 


259 


PAROUE  INDUSTRIAL  JUAREZ 

APAHTAOO  POSTAL  2»0   •   TEL£fON0  (1«)  1J-5SM  •  CO.  JUA«EZ.  CMIM„SJOO0  MEXICO 

P.0  BOX  tH   •  EL  PASO.  TEXAS  TIMS 

TO  DIRECT  DIAL  mOM  THE  U.S.  01 1  U- ISI  /  *-232]  OR  t-IOOO  TAX:  9-«e42 


Decf.MnlTf?r    13,    1991 


DEAR  MR.  ROSS: 

Several  automotive  rarts  manufacturers  and  rebuilders  have 
achieved  substantial  cost  reductions  by  having  the  labor- 
intensive  portions  of  the  production  process  done  in  Mexico, 
where  the  average  mariufacturing/assemhly  wage  rate,  including  all 
fringe  benefits,  is  S1.75/per  hour. 

Please  refer  to  the  accompanying  list  that  identifies  7-1  such 
companies. 

You  can  significantly  cut  your  production  costs  and  increase  your 
profits  by  utilizing  Mexico's  Maouila  program. 

In  Juarez,  Mexico  (just  across  from  El  Paso,  Texas)  more  than  300 
U.S.  compEmies  are  profiting  from  this  production  sharing  program 
because  tliere  are  several  advantiiges  to  operating  in  Mexico: 

1)  A  large  work  force,  at  very  competitive  labor  rates. 

2)  The  ownership  and  control  can  be  100%  non-Mexican. 

3)  Duty  free  import  of  equipment  and  materials  into  Mexico. 

4 )  No  Mexican  e.xport  duty  on  the  products . 

5)  U.S.  import  duty  only  on  non-U. S.  components  and  the  value 
added  in  Mexico. 

6)  Proximity  to  U.S.  headquarters. 

7)  Proximity  to  the  U.S.   market. 

8)  Proximity  to  U.S.  suppliers. 

9)  For  Mexican  income  t,ax  punxsses,  your  Mexican  company  can 
or)erate  as  a  cost  center,  allowing  you  to  reflect  your 
profit  on  the  U.S.  side  of  the  border. 

10)  Under  the  upcoming  Free  Trade  Agreement,  you  will  be  allowed 
to  sell  your  production  into  the  80-million-constimer  Mexican 
market. 

At.  lower  employment  levels,  you  will  be  well-advised  to  also 
investigate  the  "shelter"  and  "subcontract"  alternatives  that  we 
can  offer  you  throtigh  our  affiliate  company  that  will  assemble 
your  product  for  you.  You  take  advantage  of  faster  start-up  and 
lower  investment  levels  but  still  get  the  -  advant.age  of  lower 
labor  costs  (typically  S4-5"00  per  hour,  including  all  employee 
fringes,  land,  the  building,  utilities  emd  all  factory  operating 
overhead ) .  '   '  r.. 
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For  the  nast  15  vears  we  have  operated  as  a  free-of-charee 
informational  center  for  leunl.  accounting.  production, 
personnel,  constrvict.ion  and  real  estate  matters  related  to  the 
MAQUILA  program. 

I  invite  you  to  fill  out  and  mail  the  enclosed  business  reply 
card. 

We  welcome  the  opportunity  to  explain  this  program  to  you  in 
greater  deDOi  and  breadth  and  tinRwer  any  questions  you  may  have, 
assuring  you  of  strict  confidentiality. 


Si  ncerely, 

TRES  HENDRIX  / 

Marketing  Director 


m:lo 


RAMOuea  MOu«Tnuu.f  ■  mkxcano*.  a.  a.  oe  c.  v. 


naiopr 


261 


RtHNAMtlAL  IMC.  -  »«dl«torf 

TRJHOVA  COHr.  -  Aulo«tl».  «l"dlhl»ld. 

IMrtmAL    tHTtHTMStS    -    A„(o-oll»r    bo.r»"    ••"»    -'"' '     "»» 

««.    CAStiCr    CO.     -    tnhJiost    he«d«n    «nd    t»it(\ttm 

Lirr.-HOtLWAY    -    Clutche..    dine    pl't'*-    •ol'-«tlv,    hi«kr> 

LHTIRC    SAl.tS    -    Slr»l     voll»ll»    bo«f»     (oi     <i.it»i» 

rULlOOHA    Dt    LOS    ANCtLtS    -    Sl«»rlnK    •"<<    poll»Mn|l    of    wl.f.l    r»'H 

EMCO    IHC.     -    •"••r"    '"d    xhffi     I  I"    poll»'>ln» 

MtTSA    (ItCATD    -    Aulo»otl».    .r-.luies 

SUPLRIOK    IHOUSTKItS    -    W),e»  1    poll»l>ln| 

HOOHtK    INUUSTHItS    -    t»h.u«l    py»lt»i.    «..tflrri 

r.T.C.    WirtRS    -    W|nd»hUH    vlprr* 

COHTlHtNTAL    CHIturHlStS    -    Bo".pfli    »nd    pioKcllvf    d»vUf» 

tLtCTRO  COHVLRSIOHS    -Cltanlng   •nd    ctp«li    of    ftntr«tori 

KLl  STAR   CO.    -    Rtbullding   of    cmrtrri 

MtRCURT    INTCRifATlOHAL    -    Rl«    chrorliig 

CMT    tLtCTRONlCS    -    C«  r    br»li«    (yitcni 

CALirOWIIA    8Urr   CO.    -    Autoptm    pollihl«>|.    wl»»el    (nbrltillon 

S.M.    IHTtimATlONAL   -   Wlittl    rlr   poll»l»ln| 

WtSTLM  WIICCL  CORP.    -   Wlieel   poUthing 

LHCRSON  ELECTRIC  -  V.lvct 

MCO  CORJ.  -  AotOBOtlve  wire  h»rne»»ei 

WITED  TtCMNOLOCIE.S  -  AuloiM>H»e  "It*  li»rnt»««» 

DAT  IHTtRMATIOHAL  -  Auto»ot»vt  »tmt    tUm 

rCDERAL  MOGUL  -  tltc  t  ro«*ch«nlt«l/«ol  Id  .li.t»  «ulo  P«rt. 

CUMMIHS  tHCIHE  CO.  -  Dlticl  emlne  rebulldlnR 

CtHCRAL  IKSTRUHf.NT  CORP.  -  Tr  •nupor  ml  Ion  cltctronlc* 

ELECTRO  lilRC  PRODUCTS  -  Wire  h»rnt»»ti 

CMRTSLER  CORP.  -  "Ire  h.rn......  ...t  tri-  -nd  «olo-otlve  .leclronlei 

VAIAKl  CORT.  -  Wirt  harneiiti 

rillLirS  H.V,  -  SttUd  bti»  lit»dlii««p» 

TRICO  PRODUCTS  -  Windihltld  wjperi 

ALCOA  rUJUURA  -  Auloaotlvc  wire  harntssee 

HEHTtX  HAHUFACTURIHC  -  Air  brilit  Bytttmi   eotnponenli 

DOUCUS  AND  LOKASON  -  Stit  coven 

IRVIH  IHOUSTRICS  -  Aglonotlve  teat  belli 

ALLIED  -  BEHOtX  -  Automotive  teat  belli 

BRlDCtSTONE  COR/.  -  Tire  teitln( 

LITTLCrUSE  -  Autoiiotlve  pirti.  eltetronlei.  alarwi 

RASSIHl  IKTERi^ATlOriAL  -  leaf  ind  coll  pprloRi 

COOPER  TIRE  AHO  RUBBER  -  Wheel  rl-i  -nd  •otf.»oU»e  wire  h.rnei!.ei 

ECIILIH  -  Wire  harneiiei 

fLUKLET  COMPANIES  -  Aoto-ollve  p»ri« 

SrCClALTT  MOOES  (SPAIH)  -  Ol.e  brake  p«d» 

HAQUIHCTAL  -  Aolo»ollve  Jatk  parti 

V.W.  -  Auteaetlve  trani»laalon  parla 

BETA  KAWrACTURlHC  -  Aulo»otlve  relajra.  awltehei  and  cablei 

CROHAit  HAKUrACTURlMC  -  Meehinl»»»  for  aulo»ollve  ilaeler* 


262 


93-366E 


CRS  Report  for  Con 


Plant  Closings,  Mass  Layoffs,  and 
Worker  Dislocations:   Data  Issues 


Mary  Jane  Bolle 

Specialist  in  Labor  Economics 

Economics  Division 


March  29,  1993 


ConpTf-'^sional  Research  Service  •  The  Library  of  Congress 


CRS 


263 


PLANT  CLOSINGS,  MASS  LAYOFFS,  AND 
WORKER  DISLOCATIONS:   DATA  ISSUES 

SUMMARY 


For  at  least  15  years  Members  of  Congress  have  continued  to  ask:  How 
many  U.S.  manufacturing  plants  have  closed?  For  at  least  15  years  they  have 
continued  to  ask:  How  many  U.S.  manufacturing  plants  have  relocated  abroad, 
and  where  have  they  gone?  For  at  least  15  years  the  answer  has  been:  For  the 
most  part,  those  questions  can't  be  answered,  based  on  Government  data. 

Over  the  years.  Congress  has  undertaken  two  legislative  efforts  to  learn  the 
answers  to  these  questions.  First,  it  mandated  collection  and  publication  of 
plant  closing  data  under  the  Job  Training  Partnership  Act  of  1982.  Six  years 
later,  it  mandated  notification  of  State  dislocated  worker  units  created  under  the 
1982  Act,  when  a  major  plant  closing  (or  other  layoff  event)  was  scheduled  to 
occur.  This  second  mandate  was  part  of  the  Worker  Adjustment  and  Retraining 
Notification  Act  (WARN)  of  1988.  Because  these  two  laws  are  thus  linked 
together,  the  potential  exists  for  data  collected  under  the  WARN  Act  to  be  fed 
into  or  coordinated  with  the  data  system  established  under  the  Job  Training 
Partnership  Act,  to  avoid  duplication  or  to  act  as  a  check  for  consistency. 

During  the  continuing  congressional  debates  on  the  North  American  Free 
Trade  Agreement,  plant  closing  questions  have  arisen  again,  but  in  a  more 
specific  form:  How  many  plants  are  moving  to  Mexico?  What  industries  and 
what  States  are  the  plants  from?  How  many  U.S.  workers  are  losing  their  jobs 
as  a  result? 

In  an  attempt  to  obtain  answers  to  these  questions,  the  Senate 
Governmental  Affairs  Committee,  Subcommittee  on  Oversight  of  Government 
Management  asked  the  Secretaries  of  Labor  and  Commerce  to  report  on  all  data 
systems  that  provide  information  on  plant  closings,  plant  relocations,  layoffs, 
worker  dislocations,  and  export-related  job  creations. 

Based  upon  a  CRS  analysis  of  the  agencies'  responses,  which  include  data 
sources  beyond  the  two  mentioned  above,  it  appears  that  still,  after  two 
legislative  attempts  to  mandate  collection  of  these  data,  the  Government 
publishes  no  counts  of  U.S.  plant  closings,  find  almost  no  information  on  plant 
relocations.  Options  for  strengthening  the  data  systems  include  addressing 
three  main  weaknesses:  inadequate  data  program  design,  a  plant  closing 
definition  that  misses  its  mark,  and  publication  of  partial  instead  of  complete 
survey  results. 


264 


PLANT  CLOSINGS,  MASS  LAYOFFS,  AND 
WORKER  DISLOCATIONS:  DATA  ISSUES 

TABLE  OF  CONTENTS 


WHY  DATA  ARE  NEEDED 1 

CONGRESSIONAL  EFFORTS  TO  ESTABLISH  A  DATA  BASE 2 

CONGRESSIONAL  SURVEY 2 

RESPONSES  BY  THE  DEPARTMENTS  OF  LABOR  AND  COMMERCE  .  .  3 

DATA  SOURCES   4 

Mass  Layoff  and  Plant  Closing  Survey    4 

a)  Plfiuit  Closings    5 

b)  Plant  Relocations   6 

c)  Downsizing 6 

d)  Layoffs    7 

e)  Jobs  Lost  from  Import  Penetration     7 

Worker  Adjustment  and  Retraining  Notification  Act  (WARN) 8 

Displaced  Worker  Survey 8 

a)  Plant  Closing  Data 9 

b)  Displaced  Workers    9 

Trade  Adjustment  Assistance  Program   10 

Export-Related  Jobs 10 

OPTIONS  FOR  MAKING  THE  DATA 

MORE  USEFUL  TO  POLICYMAKERS    13 

CONCLUSIONS 14 


TABLE 

TABLE  1. 

Overview  of  DOL  and  DOC  Sources  for  Data  on 

Plant  Closings,  Mass  Layoffs,  and  Worker  Dislocations 11 


265 


PLANT  CLOSINGS,  MASS  LAYOFFS,  AND 
WORKER  DISLOCATIONS:  DATA  ISSUES 


In  the  past  two  decades,  the  nature  of  U.S.  industry  heis  changed. 
Pressured  by  domestic  and  international  competition,  businesses  have  exhibited 
a  new  kind  of  djmamism  and  mobility.  Aiming  to  improve  competitiveness, 
businesses  automate.  They  tighten  up,  downsize,  or  decentralize  operations. 
They  open,  close,  expand,  consolidate,  or  relocate  plants. 

An  important  side  effect  from  all  this  activity  is  a  trail  of  American  workers 
dislocated  from  their  jobs  by  changing  production  processes  and  shifting 
production  locations.  Yet,  comprehensive  data  are  not  available  to  show  overall 
and  by  industry,  how  many  plants  close  permanently  in  the  United  States  each 
year;  how  many  plants  relocate  to  another  State,  another  country,  or  another 
region  (i.e.,  to  Asia/Pacific  or  to  Mexico);  how  many  plants  automate  or  downsize 
production  processes;  and  how  many  workers  lose  their  jobs  as  a  result  of  each 
of  these  changes. 


WHY  DATA  ARE  NEEDED 

Congressional  policy  decisions,  especially  those  that  may  impact  U.S.  jobs, 
could  benefit  from  data  tracking  this  dynamic  industrial  movement.  Such  data 
would  help  policymakers  focus  on  trends  that  might  be  exacerbated,  assisted,  or 
targeted  by  specific  trade,  training,  job  creation,  or  education  policy  decisions. 
The  consequences  from  lack  of  data  are  that  certain  policy  decisions  are  made, 
to  a  great  extent,  "in  the  dark." 

The  implications  of  this  lack  of  data  are  evident  in  the  debate  on  the  North 
American  Free  Trade  Agreement  (NAFTA).  According  to  recent  surveys  of  the 
Departments  of  Labor  and  Commerce,  no  comprehensive  Federal  data  are 
regularly  published  on  how  many  plants  have  relocated  to  Mexico,  where  the 
plants  have  relocated  from,  what  industries  they  are  in,  and  how  many  U.S.  jobs 
have  been  lost  as  a  result.  Nor  are  there  data  on  how  many  U.S.  jobs  have  been 
crowded  out  by  Mexican  imports.  What  little  data  that  do  exist  are  often 
sketchy,  and  not  available  in  press  releases  or  other  printed  publications. 

No  complete  (Government  data  base  tracks  business  decisions  /ire-NAFTA. 
Therefore,  data  on  business  relocations  to  Mexico  as  a  result  of  Mexico's 
maquiladora  program  have  been  hard  to  come  by.  Without  full  data  on  current 
relocation  trends,  it  becomes  even  more  difficult  to  estimate  with  any  reliability 
the  potential  for  additional  plants  moving  to  Mexico  (and  the  consequences  of 
such  dislocation)  after  the  added  incentive  of  NAFTA. 
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CONGRESSIONAL  EFFORTS  TO  ESTABUSH  A  DATA  BASE 

Since  the  19708,  various  Members  of  Congress  have  expressed  urgency  in 
obtaining  information  about  mass  layoffs,  plant  closings  and  plant  relocations 
to  areas  either  within  or  outside  the  United  States,  and  the  resulting  loss  of 
jobs.  The  objective  in  obtaining  this  information  is  to  learn  more  about  the 
perceived  erosion  of  the  U.S.  manufacturing  sector  and  the  alleged  export  of 
U.S.  jobs. 

To  this  end,  Congress  mandated  the  establishment  of  two  systems  in  the 
Department  of  Labor  (DOL).  One  system  was  a  labor  market  information 
program  for  collecting  and  publishing  each  year,  data  on  permanent  layoffs  and 
plant  closings.  This  system  was  mandated  by  the  Job  Training  Partnership  Act 
(JTPA)  of  1982  (P.L.  97-300).  The  Moss  Layoff  and  Plant  Closing  Survey  (MLS) 
was  undertaken  by  the  Department  of  Labor  in  response  to  this  mandate.  The 
other  system  stemmed  from  congressional  passage  of  the  Worker  Adjustment  and 
Retraining  Notification  Act  (WARN)  in  1988.  In  this  law.  Congress  required 
that  employers  notify  three  bodies  -  workers.  State  dislocated  worker  units 
created  under  JTPA,  and  local  governments  --  of  impending  major  mass  layoffs, 
plant  closings,  or  plant  relocations. 

Yet,  the  statistical  syBtemB  produced  by  the  DOL  in  response  to  the 
congressional  mandate  to  track  plant  closing,  plant  relocation,  and  worker 
displacement,  appear  to  miss  the  mark  to  varying  degrees  in  meeting  these 
objectives.  The  incompleteness  of  the  resulting  data  stems  from  three  main 
causes:  program  design  that  is  inadequate  to  meet  congressional  objectives,  a 
definition  of  plant  closing  that  does  not  coincide  with  the  generally  accepted 
definition,  and  publication  of  partial  instead  of  complete  data  survey  results. 

In  order  to  document  and  examine  the  issue  of  data  adequacies  £ind 
inadequacies,  this  report  aims:  first,  to  identify  the  extent  to  which  certain 
statistical  programs  of  the  DOL  and  the  Department  of  Commerce  (DOC)  meet 
or  fall  short  of  providing  needed  information  on  mass  layoffs,  plant  closings, 
worker  dislocations  and  the  counterbalancing  effects  of  export-related  job 
creation;  and  second,  to  offer  options  for  changes  to  improve  the  usefulness  to 
Congress  of  the  data  being  published. 


CONGRESSIONAL  SURVEY 

In  December  of  1992,  letters  were  sent  out  by  the  Subcommittee  on 
Oversight  of  Government  Management  of  the  Senate  Committee  on 
Governmental  Affairs  to  the  Secretaries  of  Labor  and  Commerce.  The  purpose 
of  these  letters  was  to  obtain  documentation  on  the  availability  of  data  tracking 
plant  closings,  mass  layoffs,  worker  dislocations,  and  counterbalancing  export- 
related  job  creation.  The  motivation  behind  the  request,  as  stated  in  the 
respective  letters,  was  to  obtain  data  for  the  NAFTA  debate. 
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Each  agency  was  asked  to  identify  data  sources  that  are  "readily  availeible 
and  in  an  organized  form"  tracking  the  data  requested.  Each  agency  was 
further  asked  to  indicate  whether  the  data  were  available  over  each  of  the  last 
10  years,  by  number  of  workers,  by  industry  and  occupation,  by  geographic  area, 
and  by  reasons  for  various  closing  and  layoff  events.  Agencies  were  asked  for 
information  on  the  availability  of  data  for  eight  specific  layoff  events  or  subject 
Eireas.  The  first  four  focus  on  establishment  events  and  workers  affected.  The 
remaining  four  focus  more  exclusively  on  workers  or  jobs  affected.  The  eight 
layoff  events  are: 

1.  Plant  closures  in  the  United  States; 

2.  Plant  relocations  to  foreign  countries;' 

3.  Plant  downsizings; 

4.  Layoffs; 

5.  Dislocated  or  displaced  (the  words  are  interchangeable  here)  workers; 

6.  Dislocated  or  displaced  workers  receiving  Trade  Adjustment  Assistance 
(TAA); 

7.  Jobs  lost  in  the  United  States  from  import  penetration;  and 

8.  Ebcport-related  jobs  created. 

In  addition,  the  DOL  was  specifically  asked  about  the  Mass  Layoff  and  Plant 
Closing  Survey  and  the  Worker  Adjustment  and  Retraining  Notification  (WARN) 
data  program.  Finally,  DOL  was  also  asked  to  identify  steps  it  could  take  to 
collect  and  make  the  requested  information  which  is  currently  unpublished, 
available  to  the  public  in  the  future,  together  with  the  costs  and  benefits  of 
taking  such  steps. 


RESPONSES  BY  THE  DEPARTMENTS  OF  LABOR  AND 

COMMERCE 

Both  agencies  responded  to  the  congressional  request  in  the  first  half  of 
January  1993,  with  memos  and  data  sources.  The  DOC's  role,  concerned  mainly 
with  commerce,  is  really  secondary  to  the  DOL's  role,  concerned  mainly  with 
labor  in  providing  plant  closing,  plant  relocation,  and  mass  layoff  data. 

In  particular,  the  DOL,  submitted  data  on  som^  of  the  layoff  events.  For 
those  layoff  events  for  which  it  did  not  publish  the  requested  data,  it  failed  to 
report  whether  some  of  the  data  might  be  available  unpublished  in  its  data 
bases.  Nor  did  the  DOL  response  identify  steps  that  the  agency  could  take  to 
collect  and  make  such  data  available  to  the  public  in  the  future. 

Table  1  on  page  11,  prepared  by  CRS,  summarizes  the  extent  to  which  the 
sources  offered  by  DOL  and  DOC  provide  data  requested  by  the  committee.  The 
analysis  which  follows  discusses  in  greater  detail  the  ability  and  inability  of  the 


'  Information  on  plant  relocations  to  other  parts  of  the  United  States  is  also 
an  important  aspect  of  the  plant  relocation  phenomenon,  but  was  not 
specifically  requested  in  the  letters. 
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data  sources  to  provide  answers  to  the  questions  asked.  A  succeeding  section 
reviews  some  options  for  making  the  surveys  more  useful  in  providing 
policymakers  with  answers  to  the  questions  here  enumerated. 


DATA  SOURCES 

The  DOL  response  was  somewhat  limited  in  providing  comprehensive 
responses  to  the  subcommittee,  both  in  terms  of  providing  complete  reports  and 
in  terms  of  providing  detailed  information  on  material  in  the  data  bases  that  is 
not  reflected  in  published  documents.  Because  of  this,  the  analysis  below  draws 
on  some  additional  information  from  CRS  files  and  previous  CRS  research  on 
the  data  bases.  Additional  information  to  answer  the  subcommittee's  questions 
may  exist  in  the  data  bases,  beyond  that  reported  here. 


MASS  LAYOFF  AND  PLANT  CLOSING  SURVEY 

As  mentioned,  the  Mass  Layoff  and  Plant  Closing  Survey  (MLS)  is  the 
Dep£u*tment  of  Labor's  response  to  the  congressional  mandate  in  section  462  of 
the  Job  Training  Partnership  Act  (JTPA)  that  the  Secretary  of  Labor  "shall 
develop  and  maintain  statistical  data  relating  to  permanent  lay-ofTs  and  plcint 
closings."  Specifically  required  by  JTPA  was  that  the  Secretary  publish  an 
annual  report  including:  1)  the  number  of  permanent  plant  closings;  2)  the 
number  of  workers  displaced;  3)  the  location  of  the  affected  facilities;  and  4)  the 
types  of  industries  involved. 

The  MLS  program  obtains  reports  on  layoffs  involving  at  least  50  workers 
and  lasting  more  than  30  days.  Information  on  mass  layoffs  is  gathered  from 
each  State's  unemployment  insurance  data  base.  The  State  agencies  then 
contact  these  establishments  by  telephone  for  additional  information.^ 


*   U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics.  Mass  Layoffs  in 
1990.  February  1992.  p.  1. 
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At  present  the  MLS  survey  has  been  suspended.  Collection  of  the  data  for 
the  program  by  States  ended  in  November  of  1992.' 

What  follows  is  a  discussion  of  the  adequacy  of  the  MLS  to  meet  the  data 
needs  of  policymakers  as  iterated  above. 


a)  Plant  Closings 

Despite  the  specificity  of  the  JTPA  requirement,  that  the  Secretary  of  Labor 
publish  an  annual  report  including  the  number  of  permanent  plant  closing,  the 
MLS  falls  short  of  the  mandate  in  two  ways. 

First,  it  fails  to  count  and  tabulate  many  of  what  are  generally  considered 
to  be  plant  closings,  even  though  they  may  involve  50  or  more  workers.  This 
is  because  DOL  defines  permanent  plant  closings  to  include  only  those  closings 
which  represent  the  final  termination  of  the  entire  physical  plant.  According  to 
the  DOL  letter  submitted  to  the  committee,  "if  parts  of  the  establishment  --  a 
branch  or  department  --  were  closing,  the  establishment  was  considered  to  be 
staying  open."  Thus,  the  way  DOL  counts  plant  closings,  if  a  General  Motors 
(GM)  assembly  plant  closes  in  Ypsilanti,  Michigan,  this  would  not  be  counted  as 
a  plant  closing  if  an  accounting  or  other  office  physically  associated  with  the 
plant  remains  open.  Thus,  the  DOL  counting  of  plant  closings  may  significantly 
underreport  the  actual  number  of  plant  closings  occurring  in  the  United  States. 

Second,  the  MLS  fails  to  report  on,  or  even  to  mention  plant  closings  in  any 
of  its  published  tables,  even  though  tabulation  of  plant  closings  was  the  stated 
requirement  in  the  congressional  mandate  included  in  the  JTPA.  Only  one 
sentence  in  the  lengthy  annual  reports  (generally  over  100  pages  each)  even 
addresses  the  issue  of  plant  closings.  In  the  report  issued  in  1992,  for  example, 
that  sentence  reads  (p.  2):  "Closure  of  the  establishments  results  in  about  14 
percent  of  the  layoff  events."  In  1988  the  term  "plant  closing"  was  dropped  from 
the  title  of  the  MLS  document,  and  the  initial  title.  Report  on  Mass  Layoffs  and 
Plant  Closings,  was  simplified  and  shortened  to  Mass  Layoffs. 


^  For  the  FY  1992,  no  line  item  funding  the  program  was  included  in  the 
President's  budget.  Appropriations  committees  subsequently  instructed  the 
DOL  to  fund  the  program  from  money  appropriated  under  the  Job  Training 
Partnership  Act,  and  amended  JTPA  to  reserve  $6  million  for  the  MLS  program, 
from  the  amounts  appropriated  under  Title  IV  of  the  JTPA.  The  Secretary  of 
Labor  agreed  to  fund  the  program  in  FY  1992,  as  directed.  She  subsequently 
notified  Congress  that  she  did  not  intend  to  be  bound  by  report  language  for  FY 
1993  if  she  were  directed  to  use  JTPA  national  account  money  for  the  MLS 
again  (which  she  was).  What  will  happen  to  the  MLS  under  the  new 
Administration  is  unclear.  (Information  for  this  paragraph  was  taken  from 
letters  exchanged  between  the  Secretary  of  Labor  and  chairmen  of  several 
committees,  and  from  discussions  with  the  DOL  office  producing  the  MLS 
survey.) 
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b)  Plant  Relocations 

Even  though  the  MLS  reports  contain  no  data  on  plant  closings  except  for 
the  one  summary  sentence  discussed  above,  they  do  include  line  item  counts  for 
relocation  events  ~  both  domestic  and  overseas,  and  total  number  of  workers 
affected  for  the  country  as  a  whole,  as  well  as  by  State.  The  MLS  does  not 
include  any  indication  of  industries  represented  by  the  plant  relocations, 
geographic  areas  from  which  the  relocations  are  sourced,  or  to  which  the 
relocations  are  targeted. 

The  DOL  letter  responding  to  the  subcommittee  inquiry  notes  that  in  1991 
information  was  obtained  from  employers  specifying  the  country  to  which  the 
establishment  was  relocating,  when  out-of-country  moves  were  reported.  DOL 
also  included  two  supplemental  unpublished  sheets  which  reported  a  number  of 
relocations  to  Mexico  for  1991  and  the  first  half  of  1992,  and  the  number  of 
workers  affected.^  The  sheets  did  not  identify  industries  represented  in  the 
relocation  to  Mexico,  although  they  reported  on  overseas  relocation  for  two 
industries  without  regard  to  target  country .* 

The  DOL  did  not  give  any  indication  of  industry  or  geographic  identity  for 
any  relocations  within  the  United  States.  It  is  possible  that  such  data  does  not 
exist  in  the  data  base.  However,  it  would  be  useful  to  track  relocation  within 
the  United  States. 


c)  Downsizing 

The  DOL  letter  responding  to  the  subcommittee  inquiry  indicates  that  data 
on  actual  downsizing  of  corporations  are  not  available.  However,  DOL  may 
have  in  its  data  base,  such  data  by  companies,  since  it  includes  a  line  item 
(tallying  events  and  workers)  on  one  aspect  of  initial  downsizing  -  automation. 
DOL's  letter  notes  that  the  agency  "cannot  provide  information  on  specific 
companies  that  have  relocated  or  downsized  their  workforces"  because  data  are 
collected  under  a  pledge  of  confidentiality  to  respondents.  However,  perhaps 
data  in  the  database  at  the  company  level  could  be  aggregated  to  the  industry 
level  to  protect  the  privacy  of  individual  companies. 


*  Six  relocations  were  reported  for  1991,  dislocating  810  workers,  and  5  for 
the  first  half  of  1992,  dislocating  1,270  workers. 

*  These  industries  are:     rubber/plastics,  with  3  layoff  events  for  1991, 
dislocating  443  workers;  and  electrical  and  electronic  equipment,  with  4  layoff 


events  in  1991,  dislocating  603  workers. 
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d)  Layoffs 

While  the  MLS  report  provides  only  sketchy  results  for  plant  closings,  it 
provides  detailed  aggregate  information  on  the  number  o(  layoff  events  and  the 
number  of  workers  affected:  The  survey  provides  layoff  data  by  industry  (but 
not  by  occupation)  by  State,  and  by  reasons  for  the  event. 

There  are  two  weaknesses  in  the  reported  data  on  layoff  events.  First,  the 
data  do  not  provide  geographic  or  industry  detail  on  the  reason  for  the 
separation  or  layoff.  Temporary  layoff  events  could  be  grouped  together  and 
data  could  be  published  by  industry  and  by  region.  Such  data  may  be  available 
in  the  data  base,  although  the  DOL  letter  responding  to  the  committee  inquiry 
gave  no  indication  on  this  one  way  or  the  other. 

Second,  MLS  data  from  early  years  are  not  comparable  with  MLS  data  from 
more  recent  years  because  between  1986  and  1992,  the  survey  coverage 
expanded  from  its  original  26  States  to  46  States  plus  the  District  of  Columbia. 
Ccdifomia  is  a  mcgor  State  not  included. 


e)  Jobs  Lost  from  Import  Penetration 

The  Trade  Adjustment  Assistance  (TAA)  data  (discussed  below)  reflect  the 
number  of  workers  for  whom  imports  "contributed  importantly'  to  their  job  loss. 
Data  on  the  number  of  workers  for  whom  imports  contributed  somewhat  to  their 
unemployment  is  harder  to  find. 

The  DOL  letter  responding  to  the  subcommittee  inquiry  reports  that  both 
conceptually  and  empirically  the  measurement  of  job  loss  due  to  import  demand 
is  difHcult,  and  that  at  present  no  official  data  series  fully  identifies  the  extent 
of  such  activity.  The  MLS  survey  does,  however,  contain  a  line  item  called 
"import  competition"  (noting  the  number  of  layoff  events  and  related  worker 
separations).  This  number  purports  to  reflect  jobs  lost  from  import  penetration. 
What  is  notable  about  these  figures  is  that  they  show  fewer  workers  dislocated 
from  import  penetration  than  do  TAA  data.® 

The  reason  for  this  discrepancy  is  unclear.  One  possibility  is  the  fact  that 
the  MLS  data  only  included  26  States  in  1987,  and  a  larger  but  still  incomplete 
list  of  45  States  in  1990.  Another  possibility  is  that  the  MLS  survey  counts  jobs 
lost  to  import  penetration  only  when  this  is  the  single  most  important  reason 
for  dislocation,  whereas  the  TAA  data  could  reflect  import  competition  as  one 
of  several  important  reasons  for  dislocation. 


*  For  1987,  the  MLS  survey  reports  16  percent  as  many  workers  dislocated 
from  import  competition  as  the  TAA  figures  show;  for  1990,  the  MLS  survey 
reports  48  percent  as  many  workers. 
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WORKER  ADJUSTMENT  AND  RETRAINING  NOTIFICATION  ACT 
(WARN) 

The  WARN  Act  of  1988  (P.L.  100-379)  requires  that  all  businesses  with  100 
or  more  workers  give  60  days  advance  notice  to  workers,  local  governments,  and 
State  dislocated  worker  units  before  closing  a  plant  or  laying  off  a  substantial 
number  of  workers  (according  to  a  formula  in  the  law).  Data  on  notifications 
under  the  WARN  system  are  collected  by  each  State,  and  summary  data  are 
forwarded  to  the  DDL. 

The  summary  data  provided  to  the  committee  by  DDL  include  only  total 
numbers  of  WARN  notices  for  the  United  States.  The  weakness  of  the  WARN 
data  transmitted  by  DDL  is  that  they  are  not  separated  out  from  other  JTPA 
data.  There  are  no  data  reported  for  the  number  of  workers  affected  by  WARN 
notices,  for  type  of  layoff  event  (permanent  or  temporary),  or  for  industries  or 
geographic  areas  affected.  Yet,  according  to  DOL,  a  covered  employer 
contemplating  a  qualifying  plant  closing  or  layoff  event  must  report  a  minimum 
of  information  to  the  State  dislocated  worker  unit  including  the  name  and 
address  of  the  employment  site,  the  name  and  telephone  number  of  a  company 
official,  and  the  number  of  workers  affected.  The  employer  must  keep  additional 
detailed  information,  including  the  nature  of  the  layoff  event  (temporary, 
permanent,  and  if  permanent,  whether  it  is  a  plant  closing,  etc.)  readily 
available. 

The  WARN  system  is  certainly  a  potential  source  of  data  on  closings, 
layoffs,  and  relocations  among  plants  with  100  or  more  workers  (thus 
potentially  capturing  data  on  layoff,  closing,  and  relocation  activities  of 
multinational  corporations).'  If  the  WARN  data  reporting  system  were 
structured  to  capitalize  on  this  potential,  it  could  be  used  either  as  a  double 
check  on  the  data  received  under  the  MLS  system  or  as  a  funnel  to  feed  data 
into  the  MLS  system. 


DISPLACED  WORKER  SURVEY 

The  displaced  worker  survey,  is  conducted  every  other  year  as  a  survey  of 
households  (as  opposed  to  establishments.)  It  is  a  joint  product  of  the  DOC  and 
the  DOL.  The  DOC,  as  part  of  its  Current  Population  Survey,  inquires  door-to- 
door  whether  any  member  of  the  household  was  displaced  from  his  or  her  job  at 
any  time  during  the  past  5  years  because  of  a  plant  closure  or  relocation, 
abolition  of  shift,  or  slack  work.  If  the  answer  is  "y^s,"  a  series  of  questions  then 
are  asked.  The  DOC  submits  the  results  of  the  survey  to  the  DOL,  which 
tabulates  and  publishes  them  in  the  report  Displaced  Workers. 


'    Businesses  of  100  or  more  workers  constitute  about  2  percent  of  all     j 
businesses  in  the  United  States,  but  employ  about  45  percent  of  all  private     j 
workers,  according  to  the  U.S.  Department  of  Commerce  publication  County 
Business  Patterns,  1989.  r, 
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A  survey  such  as  the  displaced  worker  survey,  is  not  as  precise  a  sampling 
tool  as  an  actual  count  of  workers  and  events,  as  reflected  in  the  MLS  and  the 
WARN  data  systems.  Errors  in  surveys  can  result  from  self-reporting  as  well 
£is  from  nonsampling  -  i.e.,  failure  to  represent  all  units  within  the  sample. 
They  can  also  result  from  sampling  variability  -  that  is,  variations  that  occur 
by  chance  because  a  sample  rather  than  an  entire  population  is  surveyed. 


a)  Plant  Closing  Data 

The  displaced  worker  survey  is  notable  in  that  it  is  the  only  Government 
survey  to  report,  by  industry,  the  number  of  workers  who  report  themselves  to 
be  speciflcally  dislocated  by  plant  closings  or  plant  relocations. 

The  main  weaknesses  of  the  survey  are  three:  First,  it  reports  on  the 
number  of  workers  displaced  from  plant  closure,  not  on  the  number  of 
establishments  or  plants  closing.  This  is  only  a  weakness  of  the  survey  from  the 
standpoint  of  the  policymaker  wanting  a  count  of  plant  closings  in  the  United 
States.  By  its  nature  as  a  household  survey,  the  displaced  worker  survey  was 
never  intended  to  tally  establishments. 

Second,  each  every-other-year  survey  represents  a  long-range  snapshot  in 
time,  collecting  aggregate  sampling  data  on  all  dislocations  that  have  occurred 
within  the  previous  five  years.  Thus,  the  survey  produces  no  data  on  year-by- 
year  dislocations. 

Third,  in  its  Displaced  Workers  report,  the  DOL  publishes  detailed  data 
only  on  workers  employed  three  or  more  years  with  the  employer.  Thus, 
published  results  of  this  survey  ignore  more  than  half  the  displaced  worker 
population  covered  by  the  survey.*  Althou^  DOL  did  not  mention  this  in  any 
of  the  materials  it  submitted  to  the  committee,  it  does  have  data  for  all 
dislocated  workers  regardless  of  tenure,  in  its  data  base,  and  does  make  this  data 
available  to  requesters  who  know  to  ask  for  it. 


b)  Displaced  Workers 

The  Displaced  Workers  report  includes  in  tables,  considerable  detail  about 
displaced  workers:  their  numbers,  the  industries  and  occupations  from  which 
they  were  dislocated,  their  geographic  distribution,  and  even  the  reasons  for 
dislocation. 

The  weakness  of  the  report  in  giving  a  picture  of  displaced  workers  echoes 
the  weaknesses  of  the  report  in  measuring  plant  closings,  iterated  in  reasons 
two  smd  three  immediately  above:    it  does  not  afford  year-by-year  counts  of 


'  This  figure  was  derived  from  comparing  the  number  of  displaced  workers 
with  three  years  tenure  with  the  number  of  displaced  workers  regardless  of 
tenure.  This  latter  figure  is  included  in  unpublished  data. 
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displaced  workers.  In  addition,  it  only  describes  less  than  half  the  total  universe 
of  displaced  workers  covered  in  the  survey. 


TRADE  ADJUSTMENT  ASSISTANCE  PROGRAM 

Trade  Adjustment  Assistance  program  data  (submitted  by  DOL  for  the 
years  1975-1990)  reflect  dislocated  workers  receiving  trade  adjustment  assistance 
beneflts.  These  are  workers  for  whom  a  determination  was  made,  as  required 
by  the  Trade  Act  of  1974  (P.L.  93-618)  that  imports  "contributed  importantly"  to 
their  dislocation.  According  to  the  DOL  letter  responding  to  the  committee 
inquiry,  data  are  also  available  by  State  and  by  Standard  Industrial 
Classification  code  (i.e.,  by  industry).  This  data  source  is  reasonably  complete  as 
it  stands.^ 


EXPORT-RELATED  JOBS 

Several  publications  were  submitted  by  DOC  and  DOL  in  response  to  a 
request  for  information  on  export-related  jobs.  The  publication  Trade  and 
Employment  is  the  product  of  a  joint  effort  by  the  DOC  and  the  DOL.  This 
publication  is  of  limited  value  for  measuring  export-related  jobs  because  it 
measures  not  jobs  created  by  exports,  but  rather  total  jobs  in  industries  that  had 
at  least  20  percent  of  their  1987  employment  levels  tied  to  direct  or  indirect 
manufactured  exports.'"  As  the  DOL  letter  points  out,  the  change  in 
employment  data  primarily  reflect  "domestic  consumption  trends,"  rather  than 
export-related  jobs. 

The  DOC  publication  U.S.  Jobs  Supported  by  Merchandise  Exports  does 
measure  export-related  jobs.  The  data  results  come  from  a  University  of 
Maryland  input-output  model,  based  in  part  on  the  DOC  Bureau  of  Economic 
Analysis's  input-output  tables.  The  report  includes  for  the  years  1983-1990, 
estimates  on  both  direct  and  indirect  employment  requirements  for  shipments  of 
merchandise  exports  from  all  sectors  of  the  economy  (agriculture,  other  goods- 
producing,  and  service-producing  sectors).  A  companion  publication,  U.S.  Jobs 
Supported  by  Merchandise  Exports  to  Mexico,  provides  detailed  information  on 
jobs,  by  industry,  supported  by  exports  to  Mexico.  Neither  publication  includes 
data  on  jobs  supported  by  exports  by  State. 


'  CRS  is  aware  that  in  addition  to  information  submitted  to  the 
subcommittee  by  DOL,  current  data  are  published  monthly  by  DOL  Employment 
and  Training  Administration,  Office  of  Trade  Adjustment.  In  addition,  the 
Federal  Register  publishes  the  name  and  location  of  each  plant  for  which  trade 
adjustment  assistance  is  approved. 

'"  Indirect  exports  refer  to  manufactured  input  upstream  to  produce  the 
intermediate  inputs  and  capital  goods,  and  downstream  to  complete  the  final 
products  ready  for  export. 
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TABLE  1.  Overview  of  DOL  and  DOC  Sources  for  Data  on 
Plant  Closings,  Mass  Layoffs,  and  Worker  Dislocations 
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TABLE  1.  Overview  of  DOL  and  DOC  Sources  for  Data  on 
Plant  Closings,  Mass  Layoffs,  and  Worker  Dislocations  (cont.) 
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OPTIONS  FOR  MAKING  THE  DATA  MORE  USEFUL  TO 

POUCYMAKERS 

In  lig^t  of  the  weaknesses  identified  for  the  three  data  sources  addressed  above  - 
the  MLS  survey,  the  WARN  program,  and  the  displaced  worker  survey  -  some  options 
for  strengthening  these  programs  are  included  here.  The  DOC  data  sources  are  fairly 
complete  (althou^  data  on  export-related  job  creation  by  industry  within  each  State 
would  be  useful).  Options  for  strengthening  the  MLS,  WARN,  and  displaced  worker 
data  systems  under  DOL  could  include: 


MLS  Data  System: 

1.  The  suspended  MLS  data  program  could  be  reinstated. 

2.  The  MLS  could  redefine  'plant  dosing  to  include  all  permanent  closings  of  branches 

or  m£gor  departments  as  well  as  ph3rsical  plants  of  an  establishment. 

3.  The  MLS  could  then  collect  and  report  data  on  plant  closings. 

4.  The  MLS  could  provide  counts  of  workers,  by  industry  and  by  geographic  location, 
for  sepEU-ate  permanent  events  including  plant  closings,  plant  relocations  and 
other  permanent  layoffs  (automation,  downsizing,  etc.) 

WARN  Data  System: 

1.  A  legislative  requirement  or  DOL  regulation  could  mandate  restructuring  the 
compilation  of  data  by  State  dislocated  worker  units,  from  data  reported  by 
employers.  Thus,  data  could  be  collected  and  reported  on  permanent  plant 
closinp,  relocations,  and  other  permanent  layoff  events,  including  the  geographic 
area,  the  industry,  and  the  number  of  workers  associated  with  each  event. 

2.  Data  from  the  WARN  sjrstem  possibly  could  be  fed  into  emd  coordinated  with 
the  more  comprehensive  MLS  system.  This  coordination  could  result  in  a  single 
85r8tem  for  producing  data  on  plant  closings,  relocations,  and  permanent  layoff 
events,  avoiding  duplication  of  effort  and  expense. 

Displaced  Worker  Survey: 

1.  The  DOL  could  pull  from  its  data  system  and  publish  data  on  all  workers  -  not 
just  data  on  workers  with  three  or  more  years  tenure  with  an  employer. 
Currently,  such  data  are  available  only  to  those  who  know  to  ask  for  it.  Because 
these  data  are  already  in  the  data  base,  publication  of  more  complete  data  could 
be  done  with  minimum  expense. 

2.  The  DOL  could  publish  data  on  the  number  of  workers  displaced  by  State  or 
geographic  region  for  categories  of  layoff  events  including  permanent  plant 
closures,  plant  relocations,  and  automation/downsizing. 
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CONCLUSIONS 

The  options  mentioned  for  possible  changes  in  the  MLS,  WARN,  and  displaced 
worker  reporting  systems  could  help  provide  polic3rmakers  with  much  needed  data 
tracking  U.S.  plant  closings,  plant  relocations,  and  worker  dislocations.  The  results 
could  enable  these  three  systems  to  provide  data  both  by  industry  and  by  geographic 
area,  for  the  m£yor  types  of  permanent  layoff  events. 

The  question  arises  about  duplication  in  data  production,  if  all  three  systems 
are  producing  data  to  their  potential.  The  basic  potential  for  duplication  lies  with 
the  WARN  and  the  MLS  system,  which  are  both  surveys  of  establishments.  The 
displaced  worker  survey  polls  only  households,  and  thus  affords  no  count  of 
establishments. 

The  displaced  worker  survey  is  a  potentially  important  check  on  the  other 
two  systems  in  its  counting  ofworkers  displaced  from  such  events  as  plant  closings 
and  plant  relocations  -  events  which  employers  may  be  reluctant  to  divulge. 
However,  for  the  displaced  worker  survey  to  be  truly  useful  for  policy-making 
purposes,  data  on  all  displaced  workers  (not  just  the  long-tenured  ones,  as  is 
currently  the  case)  need  to  be  reported.  Since  these  data  on  the  entire  universe 
of  displaced  workers  are  already  tabulated  in  the  system,  the  cost  of  reporting 
it  should  be  fairly  minimal. 

While  the  WARN  data  production  system  could  potentially  be  duplicative 
of  the  MLS  system,  the  reverse  is  not  the  case,  because  the  WARN  system  is 
potentially  less  inclusive  (once  the  MLS  system  includes  all  States.)  The  WARN 
system  only  reports  closing  and  layoff  events  in  cases  involving  businesses  of  100 
or  more  workers.  Ideally,  what  could  evolve  with  the  WARN  and  MLS  systems 
is  data  coordination  between  the  two  systems.  Efficiency  in  structuring  a  single 
data  system  from  these  two  might  well  save  the  U.S.  Government  money  in  the 
longer  term. 

At  present  neither  the  MLS  nor  the  WARN  establishment  data  collection  systems 
provides  needed  comprehensive  data  on  plant  closings.  Both  data  collection  systems 
miss  the  mark  and  the  MLS  system  also  misses  its  legislative  mandate  to  provide: 
data  on  plant  closings,  plant  relocations  and  other  permanent  layoff  events,  tabulated 
by  industry  and  by  geographic  location.  If  these  data  were  available,  polic3Tnakers 
could  use  the  resulting  report  on  trends  in  industrial  restructuring  to  help  them 
make  informed  policy  decisions.  Especially  important  are  decisions  affecting  U.S. 
workers  and  U.S.  jobs,  such  as  those  surrounding  the  debate  on  NAFTA. 
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statement  of  Thelma  Wallen 
Former  Employee  of  United  Technologies  Automotive 

Wabash,  Indiana 

Subcommittee  on  Oversight  of  Government  Management 

Hearing  on 

"Will  Jobs  Be  America's  Biggest  Export  Under  NAFTA?" 

Thursday,  April  1,  1993 

*** 


Dear  Slrst 

On  approximately  March  1,  1991,  we  (the  union 
officials  of  United  Technology,  Wabash,  Indiana)  were 
called  Into  a  meeting  with  the  personnel  manager,  plant 
manager  and  company  attorney  for  United  Technologies. 
At  this  time  we  were  Informed  that  our  plant  was  being 
closed  on  May  17,  1991.   At  this  time  we  were  Issued  the 
WARN  notice,  and  told  to  Inform  (with  the  help  of  the 
personnel  manager)  all  of  our  fellow  employees  of  this 
decision. 

We  were  told  by  company  officials  this  was  due  to 
the  economy  and  lack  of  orders  from  our  main  buyer,  . 
which  was  Chrysler  Corporation.   The  company  had 
recently  replaced  the  top  official  over  our  district  and 
on  his  first  visit  to  our  plant,  he  made  the  threat  to 
shut  It  down.   We  were  told  the  plant  did  not  live  up  to 
U . T . ' s  " Image . "  ^  , 
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For  a  few  years  ( two  or  three ) ,  we  had  been  cutting 
and  terminating  wire  for  Mexico  due  to  their  lack  of 
equipment,  at  first,  and  later  because  of  their  large 
demand.   We  repaired  finished  harnesses  for  Mexico,  did 
makeovers  from  the  previous  year's  harness,  did  all 
prototypes  (samples  for  Mexico),  but  were  never  able  to 
take  credit  for  any  repairs  done.   These  were  marked 
"Made  in  Mexico . " 

We  were  always  threatened  with  shut-down  during 
contract  negotiations  between  employees  and  the  company, j| 
so  when  our  negotiations  were  postponed  two  weeks  prior  ™ 
to  shut-down  notice,  we  began  to  question  this.   Ninety 
per  cent  or  more  of  our  employees  were  paid  $6.16  hourly 
at  shut-down.   For  this  salary  we  completed  all  types  of  j 
wiring  harnesses  from  the  start  to  end,  including 
electrically  testing  the  finished  products.  f\ 

Approximately  one  month  before  shut-down  notice  we        - 
received  numerous  new  jobs  to  be  started  within  a  short 
period  of  time  for  the  coming  year's  models.   Suddenly 
they  informed  us  we  would  not  be  doing  these  jobs  and 
all  the  machinery  and  wire  was  moved  out  and  shipped  to 
Mexico . 
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The  company  gave  us,  in  our  shut-down  negotiations, 
$400.   We  received  our  vacation  check,  which  we  had 
already  earned  according  to  our  contract,  along  with  30 
days  insurance  coverage,  and  they  informed  us  this  was 
more  than  the  other  plants  that  shut  down  had  received. 

We  were  offered  no  training,  except  for  what  the 
state  provides  for  dislocated  workers.   This  only  pays 
for  books  and  tuition  for  a  two-year  certification.   As 
recently  as  last  week,  the  program  is  out  of  money,  and 
we  were  told  that  President  Clinton  has  cut  their  budget 
$1.7  billion  dollars,  and  there  would  probably  not  be 
money  for  us  to  continue  our  schooling. 

The  average  age  of  the  employees  at  this  plant  was 
44.5  years  old.  Approximately  800  employees  with  around 
500  on  active  payroll.  The  largest  number  of  employees 
at  this  plant  ever. 

The  majority  of  these  folks  are  still  without  jobs 
or  working  for  minimum  wages.   The  few  in  school  are 
without  any  benefits .   Several  older  persons  at  the 
school  I  attend  are  now  out  of  unemployment,  and  have  no 
way  to  even  buy  food  for  themselves.   These  people  spent 
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their  entire  lives  working  at  this  plant  to  receive 
$400. 

Our  former  plant  manager  took  a  position  in  Mexico 
for  United  Technologies.  Eight  union  employees  were 
kept  after  the  May  17  closing.  I  was  one  of  those 
employees.  We  worked  in  shipping  and  receiving  for  the 
following  month  where  we  labeled  and  shipped  all  of  our 
equipment  (except  for  a  few  still  jigs)  and  supplies  to 
Mexico . 

With  this  information  we  petitioned  the  government 
for  TAA  and  were  approved.   When  receiving  the  approval 
we  also  received  the  information  that  Chrysler 
Corporation  had  plenty  of  work  for  the  Wabash,  Indiana, 
plant,  but  had  to  send  it  elsewhere.   I  realize  we  have 
to  have  foreign  trade,  but  when  you  have  persons  that 
have  worked  and  devoted  their  whole  lives  to  a  company 
and  are  left  without  any  way  to  make  a  living,  due  to 
lack  of  education,  age  and  other  problems,  then  it's 
time  to  do  something  about  those  folks. 

Sincerely, 


Thelma  Wallen 


Jn 
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WILLIAM  H.  BIRTCIL  TELEPHONE  612/330-7390 

VICE  PRESIDENT  FAX:  612/3304350 

GOVERNMENT  &  COMMUNITY  AFFAIRS 


April  9,  1993 


The  Honorable  David  Pryor 

SR-267  Russell  Senate  Office  Building 

Washington,  DC   20510-0402 

RE:      Inaccurate  Testimony  Regarding  Green  Giant 

Dear  Senator  Pryor: 

On  April  1,  1993,  Mr.  Harry  Browne  from  the  Inter-Hemispheric  Education  Resource  Center 
appeared  before  the  Senate  Government  Affairs  Subcommittee  on  Oversight  of  Government 
Management  to  testify  regarding  NAFTA.  Mr.  Browne  submitted  to  the  Subcommittee  an 
article  which  contained  the  claim  that  Green  Giant,  a  subsidiary  of  the  Pillsbury  Company,  had 
transferred  more  than  1,000  jobs  from  a  plant  in  Watsonville,  California,  to  a  plant  in  Irapuato. 
Mexico.    This  claim  is  simply  incorrect. 

As  part  of  a  system- wide  operations  reorganization  launched  in  1990,  the  Green  Giant  plant 
in  Watsonville  was  modernized  and  converted  to  a  regional  processing  facility.  Approximately 
270  regular  and  seasonal  workers  lost  their  jobs  as  a  result  of  the  Watsonville  downsizing.  (The 
number  of  persons  laid-off  initially  less  the  number  called  back.  Approximately  half  of  those 
who  were  called  back  returned  to  work  within  two  days  of  the  lay-off.)  The  Watsonville  plant 
remains  open  today,  with  a  work  force  of  approximately  1 50  people. 

Concomitant  with  the  downsizing  of  the  Watsonville  plant.  Green  Giant  facilities  in  Wellston. 
Ohio;  Belvidere.  Illinois;  and  Irapuato  were  expanded.  At  the  time  of  the  restructuring. 
Green  Giant  created  as  many  new  jobs  (approximately  175)  in  our  union  plant  in 
Wclbton,  Ohio,  as  we  did  in  irapuato,  Mexico. 

The  confusion  about  the  number  of  jobs  eliminated  in  Watsonville  may  stem  from  Green 
Giant's  much  earlier  efforts  to  reduce  reliance  on  seasonal  workers  in  Watsonville.  Beginning 
in  the  late  I970's  through  1981.  Green  Giant  withdrew  from  the  private  label  vegetable 
packing  business  (200  seasonal  workers):  automated  Brussels  sprouts  harvesting  to  reduce  the 
amount  of  in-plant  trimming  required  (75  •  125  seasonal  workers);  and  automated  some 
packaging  operations  (150-200  seasonal  worker^).  Subsequent  efforts  by  Green  Giant  and 
other  processors  in  the  Watsonville  area  to  shin  the  harvesting  and  processing  of  some  crops 
away  from  the  fall  season  further  reduced  peak  seasonal  worker  needs. 


PILLSBIRY  CENTER.  MAIL  STATION  3'»K5«  21111  SOUTH  SIXTH  STREET  •MINNEAPOLIS.  MINNESOTA  <^I)»M464 
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Some  Watsonville  advocates  respond  to  questions  about  employment  issues  by  explaining  that 
Green  Giant  employed  more  than  1000  people  in  Watsonville  before  the  Irapuato  plant  opened 
in  1983  --  and  now  employs  1/10  that  number.  Many  people,  upon  hearing  these  figures,  infer 
that  all  of  the  Watsonville  job  reductions  can  be  attributed  to  Irapuato  operations.  The 
inference  is  inaccurate.  The  Watsonville  plant  has  not  required  1,000  seasonal  workers  during 
peak  periods  in  more  than  a  decade.  In  fact,  from  the  time  the  Irapuato  plant  opened  in  1983 
until  the  operations  restructuring  in  1990,  employment  levels  at  the  Watsonville  plant  were 
stable. 

It  is  important  to  note  that  Green  Giant  is  an  international  enterprise  selling  products  in  more 
than  55  coimtries  and  maintaining  plants  or  offices  in  14  countries.  In  addition  to  the  Irapuato 
facility,  Pillsbury's  Green  Giant  operations  in  Mexico  include  a  marketing  office  in  Mexico 
City,  frozen  food  and  dry  grocery  product  distribution  agreements  with  Mexican  companies, 
and  a  mushroom  processing  facility  in  San  Miguel  de  AUende  licensed  to  produce  product  for 
Mexican  markets  as  well  as  export. 

The  Irapuato  facility  plays  a  strategic  role  both  in  ensuring  a  plentiful  and  reliable  source  of 
broccoli  and  cauliflower  for  North  American  consumer  markets  (approximately  80%  of  Green 
Giant's  customers  are  located  east  of  the  Mississippi  River),  and  in  positioning  Green  Giant 
to  better  serve  its  international  markets.  Mexico  alone  has  the  potential  to  become  a  $30 
million  a  year  market  for  Pillsbury  and  Green  Giant  branded  products  in  the  next  five  years. 

We  regret  that  the  erroneous  claim  regarding  Green  Giant's  Watsonville  plant  continues  to 
mislead  members  of  Congress,  the  media,  and  the  public. 

If  you  have  any  additional  questions,  please  call  me  at  (612)330-7390. 

Sincerely, 


WHB:gem  -. 
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The  Honorable  Carl  Levin,  Chairaian 

Subcommittee  on  Oversight  of  Govenunent  Management 

Committee  on  Governmental  Affairs 

442  Hart  Senate  Office  Building 

Washington,  D.C  20510 

Dear  Senator  Levin: 

Ms.  Nancy  Perron,  Public  AfEairs  Manager  for  Pillsbury,  has  called  to  my 
attention  an  apparent  error  in  the  preliminary  report  on  plant  relocations  to 
Mexico  that  I  submitted  to  your  subcommittee  on  April  1, 1993. 1  understand 
that  the  members  of  the  Committee  on  Governmental  Affairs  have  received 
an  identical  letter  on  the  subjea  from  Mr.  William  Bittcil  of  Pillsbury. 

In  my  preliminary  report  I  attribute  a  loss  of  1,000  jobs  at  a  food  processing 
plant  in  Watsonville,  California  to  a  decision  by  Pillsbury's  subsidiary  Green 
Giant  to  shift  production  and  processing  of  broccoli  and  cauliflower  to 
Irapuato,  Mexico  over  the  period  from  1983  to  1990.  The  figure  for  lost  jobs 
came  from  congressional  testimony  of  Mr.  Jack  Otero,  then-president  of  the 
Labor  Council  for  Latin  American  Advancement  Mr.  Otero  spoke  before  the 
House  Subcommittee  on  Economic  Development  on  May  8, 1991. 

Mr.  Joe  Fahey,  president  of  Teamsters  Local  912  in  Watsonville-the  local 
that  has  represented  houriy  workers  at  Green  Giant  at  least  since  1980- 
confirmed  that  peak  employment  has  dropped  by  roughly  1,000  people  from 
the  early  1980s  to  1992,  and  that  employment  in  Mexico  in  broccoli  and 
cauliflower  processing  has  risen  correspondingly. 

According  to  Pillsbury,  however,  fewer  than  200  jobs  were  shified  from 
Watsonville  to  Mexico,  all  of  these  resulting  from  a  restructuring  in  1990. 
The  company  acknowledges  that  peak  employment  levels  at  the  Green  Giant 
plant  have  dropped  from  over  1,000  prior  to  1983  to  roughly  150  today,  but 
claims  that  factors  other  than  the  Mexico  plant  are  responsible  for  the  bulk  of 
that  reduction.  Pillsbury's  argument  is  incomplete  at  best. 

After  further  study  of  this  case,  it  is  my  belief  that  the  truth  lies  somewhere 
between  the  figures  of  200  and  1,000.  Based  on  information  provided  by  Ms. 
Perron  and  Mr.  Fahey.  my  best  estimate  is  thai  from  1982  to  1992  Green 
Giant  transferred  some  670  jobs  to  Mexico. 

I  regret  the  apparent  error  in  my  preliminary  report  and  appreciate  this 
opporiunity  to  provide  a  more  accurate  estimate.  I  would  like  to  observe, 
however,  that  greater  openness  on  Pillsbury's  part  would  have  made  the 
technical  discussion  that  follows  unnecessary.  The  Coalition  for  Justice  in  the 
Maquiladoras-of  which  my  organization  is  a  member-has  run  into  a  similar 
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problem.  Since  1991,  Coalition  officials  have  attempted  to  meet  with  Pillsbury  ; 

executives  regarding  working  and  living  conditions  at  and  around  the  plant  in  Irapuato.  < 
Company  representatives  have  repeatedly  postponed  and  cancelled  meetings  for  a  variety 

of  reasons.  j 

The  technical  debate  clouds  a  crucial  point  related  to  Green  Giant's  production  shift  to 

Mexico.  Regardless  of  how  many  jobs  were  lost  at  the  Watsonville  plant,  overall  U.S.  ^ 

employment  in  broccoli  processing  declined  precipitously  from  1983  to  1992.  In  the 

former  year,  domestic  production  accounted  for  89.5  percent  of  all  frozen  broccoli  ' 

consumed  in  the  United  States,  according  to  official  statistics  of  the  American  Frozen 

Food  Institute,  and  data  from  the  U.S.  International  Trade  Commission  and  the 

Department  of  Commerce.  Mexico  contributed  8.7  percent  to  the  total.  By  1992,  U.S. 

production  had  declined  in  volume  by  over  100  million  pounds  (over  one-third),  i 

accounting  for  only  32  percent  of  total  consumption,  while  frozen  broccoli  imported  from  , 

Mexico  had  surged  by  324  million  pounds  to  supply  62.3  percent  of  the  total.  Green  I 

Giant's  leadership  role  in  the  industry  and  its  decision  to  relocate  to  Mexico  may  well 

have  helped  "break  the  ice"  for  other  producers.  According  to  Mr.  Fahey,  11  frozen  | 

vegetable  packing  companies  closed  in  California's  Central  Valley  from  1980  to  1992.  | 

Green  Giant  appears  to  be  aware  of  the  sensitive  nature  of  these  statistics.  On  March  2  of  ' 

this  year  the  U.S.  Customs  Service  warned  the  company  that  it  had  60  days  to  change  the  | 

labels  on  its  ambiguously  named  "American  Mixtures"  frozen  vegetable  products  to  ] 

make  the  words  "Product  of  Mexico"  more  conspicuous.  I 

I  would  like  to  call  attention  to  problems  in  Pillsbury's  response  both  concerning  the  1990  ] 

restructuring  and  the  1983  opening  in  Mexico.  j 

Ms.  Perron  asserts  that  roughly  "270  regular  and  seasonal  workers  lost  their  jobs  as  a 

result  of  the  Watsonville  downsizing"  of  1990,  and  that  Green  Giant  created  i 

approximately  175  jobs  as  a  result  in  Mexico.  It  is  not  clear  how  the  company  arrived  at 

these  numbers.  Green  Giant's  application  to  the  U.S.  Department  of  Labor  (DDL)  for 

retraining  benefits  claimed  that  370  workers  had  lost  their  jobs  as  a  result  of  the  switch  to 

foreign  production.  If  any  of  the  job  losses  had  resulted  from  a  shift  of  production  to 

Ohio,  as  Pillsbury  implies,  they  would  not  have  been  included  in  an  application  for  TAA 

benefits.  Three  facts  shed  light  on  this  discrepancy  and  suggest  that  the  number  of  jobs  ' 

shifted  to  Mexico  was  indeed  closer  to  400  than  to  200. 

•  Green  Giant  recalled  approximately  90  of  the  workers  it  had  laid  off.  According  to  Mr.  I 

Fahey,  Green  Giant  recalled  the  workers  because  the  planned  expansion  of  the  Mexican 

plant  was  behind  schedule  and  the  facility  could  not  absorb  all  of  the  broccoli  and  | 

cauliflower  work.  Their  1991  employment  levels  in  Watsonville  and  Irapuato  were  thus 

higher  and  lower,  respectively,  than  the  company  had  expected  in  1990.  By  1992, 

however,  these  jobs  had  found  their  way  to  Irapuato  and  no  broccoli  or  cauliflower 

processing  was  assigned  to  the  Watsonville  plant.  Mr.  Birtcil  is  very  careful  to  specify  ' 

that  "at  the  time  of  the  restructuring,"  Green  Giant  created  approximately  175  jobs  in  ^ 

Mexico.  It  would  appear  that  if  1992  were  included,  the  figure  would  be  significantly 
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higher. 

•  Green  Giant  gave  notice  to  its  worlcers  of  the  planned  job  cuts  over  six  months  before 
the  cuts  were  to  take  place,  for  which  it  should  be  commended.  With  this  advance  notice, 
forty  workers  whose  jobs  were  eliminated  decided  not  to  report  back  for  work  after  the 
off-season,  although  this  prevented  them  from  obtaining  severance  benefits.  Technically, 
then,  these  people  were  not  laid  off,  and  may  not  be  included  in  the  company's  figure  for 
jobs  lost  to  Mexico. 

•  Sixty-seven  workers  accepted  Green  Giant's  offer  of  early  retirement,  again  meaning 
that  these  job  cuts  were  not  counted  as  layoffs.  Again  the  company  should  be  credited 
with  reducing  the  work  force  in  a  relatively  humane  manner,  but  for  the  purposes  of 
calculating  the  job  shift  to  Mexico  these  positions  must  be  included. 

The  question  of  how  many  jobs  were  sent  to  Mexico  after  Green  Giant's  plant  opened  in 
Irapuato  is  more  difficult  to  resolve.  This  need  not  be  the  case,  however.  I  am  unaware  of 
any  reason  that  the  company  could  not  make  public  its  employment  figures  for  broccoli 
and  cauliflower  processors  for  appropriate  pre-  and  post-1983  periods.  It  is  difficult  to 
believe  that  the  firm's  accountants  do  not  keep  track  of  the  costs  of  production  of  each  of 
the  products  Green  Giant  sells,  since  this  would  be  the  only  way  Green  Giant  executives 
could  decide  the  optimal  product  mix  each  year.  As  long  as  Green  Giant's  combined 
production  volume  in  Watsonville  and  Irapuato  has  not  declined-and  no  one  has 
suggested  that  it  has-comparing  the  average  number  of  person-days  used  in  each 
location  for  broccoli/cauliflower  processing  for,  say,  the  period  from  1978  to  1982  with 
that  for  1984  to  1988  would  provide  a  definitive  answer  to  this  question. 

Of  course,  as  Ms.  Perron  has  pointed  out  to  me,  the  company  is  under  no  obligation  to 
release  employment  reports  or  to  disprove  the  assertions  of  worker  representatives.  Its 
failure  to  do  so,  however,  forces  outside  observers  such  as  myself  to  piece  together  any 
available  evidence.  The  evidence  I  have  used  includes  the  following: 

•  Currently  employment  at  the  Watsonville  plant  varies  from  105  to  150,  reaching  its 
peak  during  the  spinach  season. 

•  From  1983  to  1990,  annual  employment  averages  varied  from  382  to  474  according  to 
Ms.  Perron's  communication  to  me.  These  numbers  include  all  vegetable  processing,  and 
do  not  address  the  question  of  peak  employment  during  broccoli/cauliflower  season(s). 
As  a  rough  estimate  that  is  consistent  with  figures  provided  by  the  company  and  the 
union  for  1974,  1979,  1982,  and  1992,  average  annual  employment  can  be  multiplied  by 
a  factor  of  1.5  to  obtain  peak  employment.  This  produces  a  variation  in  peak  employment 
from  1983  to  1990  from  almost  600  to  over  700.  Again  as  a  rough  estimate,  the  average 
peak  employment  during  that  period  could  be  considered  to  be  650. 

•  Before  and  including  1983,  according  to  Ms.  Perron,  annual  averages  ranged  from  730 
to  384.  Since  the  latter  figure  is  for  1983,  when  jobs  appear  to  have  been  shifted  to 
Mexico,  it  is  impossible  to  judge  its  relevance  to  the  pre-1983  period.  It  is,  however. 
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consistent  with  the  1983  to  1990  period.  Applying  the  1983  to  1990  variation  in  annual 
employment  averages— roughly  25  percent—to  pre- 1983  period,  produces  a  figure  of  580 
or  so  for  the  lowest  annual  average  employment  level.  If  the  average  for  the  pre-1983 
period  as  a  whole  is  then  approximately  650,  average  peak  employment  would  have  been 
around  950.  This  is  some  300  jobs  greater  than  the  1983  to  1990  period. 

Pillsbury  asserts  that  various  changes  unrelated  to  the  opening  of  a  plant  in  Mexico 
account  for  much  of  the  apparent  decline  in  jobs  from  the  late  1970s  to  the  eariy  1980s. 
But  the  relevance  of  these  changes  is  questionable.  Withdrawing  from  the  private  label 
vegetable  packing  business  may  not  be  related  to  broccoli/cauliflower  production  and 
may  not  have  reduced  overall  production  volumes.  Automating  Brussels  sprouts 
harvesting  is  cleariy  unrelated  to  broccoli/cauliflower  processing.  And  automating  some 
packaging  operations  again  begs  the  question  of  which  vegetables  were  involved. 

It  is  my  belief  that  300  jobs  shifted  in  or  around  1983  is  a  conservative  estimate.  It  is  very 
likely  that  peak  production  before  1983  occurred  in  the  broccoli/cauliflower  season,  but 
that  after  1983  it  corresponded  to  the  production  schedule  of  a  different  crop.  In  that  case 
a  peak-to-peak  comparison  would  understate  the  jobs  lost  in  broccoli/cauliflower 
production. 

Combining  this  estimate  of  300  jobs  with  the  figure  of  370  jobs  in  1990-91  produces  a 
revised  estimate  of  670  jobs  shifted.  According  to  a  lengthy  story  in  the  June  16,  1991 
issue  of  West  magazine,  Green  Giant's  average-not  peak-employment  in  Irapuato  at  that 
time  was  some  850  workers.  This  too  is  consistent  with  the  job  shift  estimate. 

Once  again,  I  thank  you  for  your  interest  in  this  subject.  If  I  can  be  of  any  further 
assistance  please  do  not  hesitate  to  contact  me. 


Frankie  de  Vergie,  Chief  Clerk 
Nancy  Perron,  Pillsbury 
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Bnitd  States  Senate 

COMMITTEE  ON 
GOVERNMEraAL  AFFAIRS 

WASHINGTON.  DC  20610-6250 


December  15,  1992 


The  Honorable  Barbara  H.  Franklin 

Secretary 

Department  of  Commerce 

Roon  5858 

14th  Street  and  Constitution  Avenue,  N.W. 

Washington,  D.C.  20230 

Dear  Madeun  Secretary  i 

The  Subcommittee  on  Oversight  of  Government  Management 
is  currently  reviewing  the  federal  government ' s  data  col- 
lection process  with  res[>ect  to  plant  closures  and  mass 
layoffs  in  anticipation  of  the  debate  on  the  Nojrth  American 
Free  Trade  Agreement  (NAFTA) . 

Reliable  information  is  needed  on  plant  closures  and 
layoffs  in  the  United  States  in  order  to  properly  evaluate 
the  impact  of  NAFTA  on  the  American  economy.   Specifically, 
it  would  be  very  helpful  to  know  how  metny  American 
manufacturing  jobs  have  moved  to  foreign  plants  over  the  past 
decade  and  the  industries,  geographiic  area  (state  and 
region),  and  number  of  individuals  affected  by  such  moves. 
For  this  reason,  we  ask  that  you  answer  the  following 
questions  and  provide  the  requested  information. 

1.  What  surveys  does  the  Commerce  Department 
currently  conduct  relative  to  the  U.S.  manufacturing  base 
(e.g.,  employment,  output)?  Please  provide  brief 
descriptions  of  each  of  these  surveys,  including 
methodologies  used,  and  provide  copies  of  the  most  recent 
results.   With  whom,  including  other  federal  agencies,  does 
the  Department  routinely  share  the  results  of  these  surveys? 

2.  Please  describe  the  information  the  Commerce 
Department  maintains  on  companies  that  have  moved  plants  or 
production  to  foreign  countries.   Please  describe  whether 
such  information  is  available  by  industry,  geographic  area 
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(state  and  region)  in  the  United  States,  country  of 
destination,  reasons  for  the  move  and  number  of  workers 
affected. 

3.  Please  describe  the  information  the  Commerce 
Department  maintains  on  companies  that  have  downsized  their 
workforce.   Please  describe  whether  such  information  is 
available  by  industry,  geographic  area  (state  and  region), 
both  the  pre-existing  and  downsized  employment  levels,  and 
the  reasons  for  the  downsizing. 

4.  Please  describe  the  information  the  Commerce 
Department  maintains  on  plant  closures  in  the  United  States. 
Please  describe  whether  such  information  is  available  by 
industry,  geographic  area  (state  and  region),  number  of 
workers,  and  reasons  for  closures. 

5 .  Please  describe  the  information  the  Commerce 
Department  maintains  on  layoffs  in  the  United  States.   Please 
describe  whether  such  information  is  available  by  industry, 
occupation,  geographic  area  (state  and  region),  number  of 
workers,  and  reasons  for  the  layoff. 

6 .  Please  describe  the  information  the  Commerce 
Department  maintains  on  the  number  of  export-related  jobs 
created  each  year  in  the  United  States .   Please  describe 
whether  such  information  is  available  by  industry,  occu- 
pation, geographic  area  (state  and  region),  and  number  of 
workers . 

7.  Please  describe  the  information  the  Commerce 
Department  maintains  on  the  number  of  jobs  lost  in  the  United 
States  due  to  import  penetration  each  year.   Please  describe 
whether  such  information  is  available  by  industry,  occupa- 
tion, geographic  area  (state  and  region),  and  number  of 
workers . 

8 .  Does  the  Commerce  Department  have  access  to  the 
results  of  the  Mass  Layoff  and  Plant  Closing  Survey?   What, 
if  anything,  does  the  Department  do  with  the  information 
obtained  from  this  survey? 

9 .  Does  the  Commerce  Department  have  access  to  the 
information  obtained  from  the  WARN  notification  program? 
What,  if  anything,  does  the  Department  do  with  this  informa- 
tion? 
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We  ask  that  you  respond  to  this  request  no  later  than 
January  10.   Please  direct  any  questions  or  comments  you  may 
have  to  Alison  Pascale  (Senator  Levin)  at  224-6221  or  Kim 
Corthell  (Senator  Cohen)  at  224-5538. 

Thank  you  for  your  attention  to  this  request. 

Sincerely, 


Uj^ 


Carl  Levin  Hiiiiam  S.  Cohen 

Chairman  Ranking  Minority  Member 

Siibcommittee  on  Oversight  of  Government  Management 
CL!WSC:ljg 
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THE  SECRETARY  OF  COMMERCE 

Washington.  D  C.  20230 

January  13,  1993 


Honorable  Carl  Levin 
Chairman,  Subcommittee  on 

Oversight  of  Government  Management 
Committee  on  Governmental  Affairs 
United  States  Senate 
Washington,  D.C.   20510-6250 

Dear  Mr.  Chairman: 

Thank  you  for  your  cosigned  letter  regarding  the  availability  of 
data  on  plant  closures  and  layoffs.   The  Department  of  Commerce 
has  information  only  for  Questions  1  and  6  that  may  be  helpful  in 
debating  the  North  American  Free  Trade  Agreement. 

The  most  current  survey  about  the  U.S.  manufacturing  base  is  the 
1990  Annual  Survey  of  Manufactures  (ASM)  (Enclosure  1).   The 
survey  collects  information  on  employment,  value  of  shipments, 
operating  costs,  and  other  information  describing  characteristics 
of  the  manufacturing  sector.   Several  Federal  agencies  use  ASM 
data  as  benchmarks  for  their  statistical  programs. 

The  annual  report,  "Exports  From  Manufacturing  Establishments," 
includes  1988  and  1989  estimates  of  the  value  of  manufactured 
exports  and  export-related  employment  (Enclosure  2).   The  report 
shows  exports  and  related  employment  by  state,  industry  group, 
and  state  by  industry  group.   This  report  does  not  have 
information  on  occupations. 

Also,  we  are  including  a  report,  "U.S.  Jobs  Supported  by 
Merchandise  Exports,"  that  shows  estimates  of  U.S.  employment 
supported  by  total  domestic  merchandise  exports  for  1983  through 
1990  (Enclosure  3).   The  report  provides  separate  estimates  for 
jobs  supported  by  agriculture,  manufactured,  and  nonmanufactured 
goods;  and  total  exports  to  Canada,  Mexico,  other  Latin  America 
countries,  Japan,  and  European  Community  countries.   We  recently 
published  a  supplemental  report  for  U.S.  exports  to  Mexico 
(Enclosure  4).   These  reports  include  no  estimates  by  occupation 
or  by  U.S.  geographic  area. 

If  we  can  be  of  further  help  or  provide  additional  information, 
please  call  Mr.  Bruce  Goldhirsch  of  the  Bureau  of  the  Census  on 
(301)  763-1503.   Thank  you  for  your  interest. 

Sincerely, 


-^ 


jarbara  Hackman  Franklin 
Enclosures 
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lanited  States  Senate 

coMMnrrEE  on 

GOVERNMENTAL  AFFAIRS 
WASHINGTON.  DC  2O61O-«2S0 


December  15,    1992 


The  Honorable  Lynn  Martin 

Secretary 

Department  of  Labor 

Room  S2018 

200  Constitution  Avenue,  N.W. 

Washington,  D.C.  20210 

Dear  Secretary  Martin: 

The  Subcommittee  on  Oversight  of  Government  Management 
is  currently  reviewing  the  federal  goverrunent '  s  data  col- 
lection process  with  respect  to  plant  closures  and  mass 
layoffs  in  anticipation  of  the  debate  on  the  North  American 
Free  Trade  Agreement  ( NAFTA ) . 

Reliable  information  is  needed  on  plant  closures  and 
layoffs  in  the  United  States  in  order  to  properly  evaluate 
the  impact  of  NAFTA  on  the  American  economy.   Specifically, 
it  would  be  very  helpful  to  know  how  many  American  manufac- 
turing jobs  have  moved  to  foreign  plants  over  the  past  decade 
and  the  industries,  geographic  area  (state  and  region),  and 
the  number  of  individuals  affected  by  such  moves.   For  this 
reason,  we  ask  that  you  answer  the  following  questions  and 
provide  the  requested  information. 

1,  Please  describe,  and  provide  where  readily 
available  and  in  an  organized  form,  the  information  you  have 
on  all  plant  closures  in  the  United  States  for  each  of  the 
past  10  years.   Please  describe  whether  such  information  is 
available  by  number  of  workers,  industry,  geographic  area 
(state  and  region),  and  reasons  for  the  closure. 

2.  Please  describe,  and  provide  where  readily 
available  and  in  an  organized  form,  the  information  you  have 
on  all  companies  that  have  moved  plants  or  production  to 
foreign  countries  during  the  past  10  years.   Please  describe 
whether  such  information  is  available  by  industry,  geographic 
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area  (state  and  region)  in  the  United  States,  country  of 
destination,  reasons  for  the  move,  and  number  of  workers 
affected. 

3.  Please  describe,  and  provide  where  readily 
available  and  in  an  organized  form,  the  information  you  have 
on  companies  that  have  downsized  their  workforce  during  the 
past  10  years.   Please  describe  whether  such  information  is 
available  by  industry,  geographic  area  (state  and  region), 
both  the  pre-existing  and  downsized  employment  levels,  and 
the  reasons  for  the  downsizing. 

4.  Please  describe,  and  provide  where  readily 
available  and  in  an  organized  form,  the  information  you  have 
on  all  layoffs  in  the  United  States  for  each  of  the  past  10 
years.   Please  describe  whether  such  information  is  available 
by  industry,  occupation,  geographic  area  (state  and  region), 
number  of  workers,  and  reasons  for  the  layoff. 

5.  Please  describe,  and  provide  where  readily 
available  and  in  an  organized  form,  the  information  you  have 
on  dislocated  workers  in  the  United  States  for  each  of  the 
past  10  years.   Please  describe  whether  such  information  is 
available  by  industry,  occupation,  geographic  area  (state  and 
region),  number  of  workers,  and  reasons  for  the  dislocation. 

6.  Please  describe,  and  provide  where  readily 
available  and  in  an  organized  form,  the  information  you  have 
on  the  number  of  dislocated  workers  receiving  Trade  Adjust- 
ment Assistance  (TAA)  benefits  in  the  United  States  for  each 
of  the  past  10  years.   Please  describe  whether  such 
information  is  available  by  industry,  occupation,  geographic 
area  (state  and  region),  and  number  of  workers. 

7.  Please  describe,  and  provide  where  readily 
available  and  in  an  organized  form,  the  information  you  have 
on  the  number  of  export-related  jobs  created  in  each  of  the 
past  10  years.   Please  describe  whether  such  information  is 
available  by  industry,  occupation,  geographic  area  (state  and 
region),  and  number  of  workers. 

8.  Please  describe,  and  provide  where  readily 
available  and  in  an  organized  form,  the  information  you  have 
on  the  number  of  jobs  lost  in  the  United  States  due  to  import 
penetration  for  each  of  the  past  10  years.   Please  describe 
whether  such  information  is  available  by  industry,  occupa- 
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tion,  geographic  area  (state  and  region),  and  number  of 
workers . 

9.   Does  the  Mass  Layoff  and  Plant  Closing  Survey 
include  data  on  plants  that  are  closed  even  though  other 
plants  of  the  same  company  remain  open  and  operational?   Does 
it  include  information  on  plants  that  are  relocated  and,  if 
so,  to  what  extent?   If  you  have  such  information,  please 
specify  the  time  period  it  covers  and  whether  it  is  compre- 
hensive. 

10.  Is  there  any  process  by  which  the  data  obtained 
from  the  WARN  notification  progrcim  is  consolidated  at  the 
federal  level  to  develop  a  comprehensive  and  nationwide 
picture  of  the  effect  of  plant  closures? 

11.  To  the  extent  the  information  referred  to  is 
not  available,  please  identify  the  steps  your  agency  could 
take  to  collect  this  information  in  the  future  and  make  it 
available  to  the  public.   Please  describe  both  the  benefits 
and  the  costs  in  taking  such  steps. 

"We  ask  that  you  respond  to  this  request  no  later  than 
January  10.   Please  direct  any  questions  or  comments  you  may 
have  to  Alison  Pascale  (Senator  Levin)  at  224-6221  or  Kim 
Corthell  (Senator  Cohen)  at  224-5538. 

Thank  you  JEor  your  attention  to  this  request. 


Carl  Levin 
Chairman 


Sincerely, 


Iriam  S .  Cohen 
Ranking  Minority  Member 


Subcommittee  on  Oversight  of  Government  Management 


CL:WSC:ljg 
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U.S.  DEPARTMENT  OF  LABOR 

SECRETARY  OF  LABOR 
WASHINGTON.  O.C. 


JAN  I  9  693 


The  Honorable  Carl  Levin 

Chairman,  Subcommittee  on  Oversight 

of  Government  Management 
Committee  on  Governmental  Affairs 
United  States  Senate 
Washington,  D.C.   20510-6250 

Dear  Chairman  Levin: 


This  is  in  further  response  to  you  and  your  colleague's 
letter  concerning  the  Department  of  Labor's  data  collection 
efforts  with  respect  to  plant  closings  and  mass  layoffs. 
Enclosed  are  data  and  responses  to  the  first  ten  questions 
in  the  order  in  which  they  were  asked. 

In  terms  of  question  11,  staff  from  the  Bureau  of  Labor 
Statistics  would  be  available  to  discuss  your  reaction  to 
these  materials  and  to  the  most  important  data  gaps  you  feel 
still  exist.   (Thomas  J.  Plewes  of  the  Bureau  of  Labor 
Statistics  would  be  the  contact  person.   He  can  be  reached 
on  202 — 606-6400.)   Much  of  the  data  provided  in  the 
enclosures  are  derived  from  the  Bureau  of  Labor  Statistics* 
Mass  Layoff  Statistics  program,  which  was  discontinued  at 
the  end  of  FY  1992.   As  I  have  expressed  in  letters  to 
Chairmen  Williaun  H.  Watcher,  Tom  Harkin,  and  Edward  M. 
Kennedy  (copies  enclosed),  I  agreed  to  fund  that  program  in 
FY  1992  out  of  Job  Training  Partnership  Act  Title  III 
(Economic  Dislocation  and  Worker  Adjustment  Assistance) 
discretionary  resources,  in  the  hope  that  Congress  would 
thereafter  explore  other  means  of  supporting  it.   While  the 
recently  passed  Job  Training  Partnership  Act  amendments 
authorized  funding  for  the  program  under  Title  IV,  Congress 
did  not  see  fit  to  appropriate  the  funds  under  this  title 
indicating,  in  my  view,  a  relatively  low  priority  for  the 
program.   1  felt  the  nearly  $6  million  annual  cost  of  the 
program  was  difficult  to  justify  for  the  reasons  I  cited  in 
my  letters. 
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If  I  can  be  of  further  assistance,  please  do  not 
hesitate  to  contact  me. 

Sincerely, 


'  Cf  LYNN  MARTIN 


Enclosures 
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RESPONSES  TO  QUESTIONS  1-10 

1.   A  wide  range  of  statistical  information  on  plant 
closings  and  mass  layoffs  have  been  collected  in  the  Bureau 
of  Labor  Statistics'  Mass  Layoff  Statistics  (MLS)  program. 
This  program — in  operation  from  1984  through  its 
discontinuation  at  the  end  of  FY  1992 — identified  layoffs 
and  closings  affecting  50  or  more  workers  which  lasted  more 
than  30  days.   Information  was  obtained  from  the  employer  on 
reason  for  the  layoff;  in  1991,  the  information  included 
specification  of  the  country  to  which  an  establishment  was 
relocating,  when  out-of-country  moves  were  reported.   The 
affected  workers  were  identified  as  to  the  State  and  county 
in  which  they  resided.   Data  were  also  obtained  on  the 
workers'  status  as  initial  claimants  for  unemployment 
insurance  (UI)  benefits,  and,  subsequently  when  applicable, 
as  exhaustees  of  such  benefits.   Some  demographic 
information  on  age,  race/ethnicity,  and  gender  of  the 
workers  was  also  obtained. 

Annual  reports  of  MLS  data  were  published  beginning  with 
data  for  1986,  when  data  for_2^_States  were  included  in  the 
report.   Data  for  the  first  half  of  1992  are  available  for 
46  States  and  the  District  of  Columbia. 

t^'Selected  tables  from  the  1986-1991  reports  and  tables  on 
\  overseas  relocations  are  provided  in  the  enclosure  entitled 
I  MLS  Program  Data.   Table  1  from  each  year's  report  contains 
/  information  on  establishments,  layoff  events,  all  separated 
workers,  and  those  filing  initial  claims  for  UI  by  major 
industry  group.   Table  2  provides  this  information  by 
specific  manufacturing  industry.   Table  3  lists  the  reason 
for  separation  as  given  by  the  employer.   Table  4  arrays  the 
data  based  on  State.   For  1990  and  1991,  table  11  contains 
information  on  MLS  initial  UI  claimants  and  UI  exhaustees 
based  on  the  metropolitan  area  of  residence,  for  the  top  100 
such  areas.   In  addition,  enclosed  are  the  last  two  news 
releases  for  the  program,  covering  the  first  and  second 
quarters  of  calendar  year  1992,  and  special  tables 
describing  overseas  relocations  during  the  period.   The 
enclosed  statistics  comprise  the  MLS  data  readily  available 
to  address  the  request  for  plant  closing  and  mass  layoff 
information  contained  in  the  letter. 

While  the  MLS  data  are  not  arrayed  by  closure  versus  layoff, 
historically,  closures  account  for  somewhere  on  the  order  of 
10-15  percent  of  the  layoff  events  and  worker  separations. 
The  concept  of  closure  used  in  the  MLS  program  relates  only 
to  the  entire  establishment  closing  or  planning  to  close. 
If  parts  of  the  establishment — a  branch  or  department--were 
closing,  the  establishment  was  considered  to  be  staying 
open. 
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The  contact  person  at  the  Bureau  of  Labor  Statistics  for  the 
MLS  program  is  Sharon  Brown  (202-606-6390) . 

2  and  3.   Table  3  of  the  enclosed  MLS  data  provides 
information  on  reasons  for  worker  separation.    Data  on  out- 
of-country  moves  by  business  establishments  tabulated  by 
industry  and  country  are  contained  in  the  enclosed  tables 
for  1991  and  the  first  half  of  1992. 

Data  are  collected  by  the  Bureau  of  Labor  Statistics  under  a 
pledge  of  confidentiality  to  its  respondents.   This  helps 
insure  cooperation  in  voluntary  surveys  and  protects  the 
integrity  of  the  responses.   The  Bureau,  therefore,  cannot 
provide  information  on  specific  companies  that  have 
relocated  or  downsized  their  workforces. 

4.  Please  see  the  MLS  Program  Data  enclosure  for  MLS  data 
on  layoffs  and  affected  workers.   Information  was  not 
collected  in  the  MLS  program  on  the  occupation  of  laid-off 
workers. 

Another  source  of  information  on  this  topic  is  the  Current 
Population  Survey  (CPS) ,  a  monthly  survey  of  60,000 
households  measuring  the  labor  force  status  of  the 
population.   While  the  CPS  does  not  provide  a  direct  measure 
of  the  number  of  workers  laid  off  during  a  specific  period, 
it  does  provide  information  on  the  number  of  unemployed 
persons  who  entered  the  jobless  stream  because  of  job  loss, 
rather  than  by  leaving  their  jobs  voluntarily  or  by 
rentering  the  job  market  after  a  period  out.   The  "job 
losers"  category  is  further  divided  into  workers  "on  layoff" 
(those  expecting  recall  to  their  jobs)  and  "other  job 
losers"  (permanent  job  loss) .   Data  on  unemployed  job  losers 
are  available  on  both  monthly  and  annual  bases.   It  is 
important  to  note,  however,  that  such  figures  only  represent 
those  job  losers  who  were  unemployed  at  the  time  of  the 
survey  and  do  not  include  those  who  were  working  at  another 
job  or  who  subsequently  exited  from  the  labor  force. 

Data  on  unemployed  job  losers  are  not  published  by  industry 
and  occupation,  but  can  be  made  available  on  request.   Data 
for  all  unemployed  workers  (regardless  of  reason) ,  by 
contrast,  are  regularly  published  by  industry  and 
occupation.   Annual  averages  for  the  past  10  years  are 
included  in  the  enclosure  entitled  CPS  Data.   The  contact 
person  at  BLS  for  the  CPS  data  is  Paul  Flaim  (202-606-6378) . 

5.  While  the  CPS  does  not  provide  a  total  count  of  workers 
who  have  been  laid  off,  informatioa  specifically  on 
dislocated  workers--that  is,  long-tenured  workers  who  have 
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lost  their  jobs  for  any  of  a  specific  set  of  reasons — is 
collected  through  a  regular  supplement  to  the  survey. 
Collected  every  other  January  since  1984,  the  displaced 
worker  supplements  have  included  a  set  of  questions 
specifically  intended  to  identify  displaced  workers  and  to 
determine  how  they  adjusted  to  their  displacements. 
Together,  the  surveys  cover  the  January  197 9- January  1992 
period.   A  person  is  identified  as  having  been  displaced  if 
he  or  she  has  lost  or  left  a  job  due  to  1)  the  closing  or 
moving  of  a  plant  or  business,  2)  slack  work  or  materials 
shortage,  or  3)  position  or  shift  abolishment.   In  order  to 
focus  on  workers  with  significant  attachment  to  their  jobs, 
BLS  analyses  are  restricted  to  workers  who  had  been  with 
their  employer  for  at  least  3  years  when  they  were 
displaced.  Data  from  each  of  the  surveys  has  been  released 
to  the  public  through  a  press  release,  after  which  the 
Bureau  publishes  a  more  detailed  analysis.   The  press 
releases  and  publications,  which  include  data  tabulated  by 
many  different  variables  including  industry,  occupation,  and 
geographic  regions,  are  included  in  the  CPS  Data  enclosure. 

Please  see  the  tables  in  the  MLS  Data  enclosure  for 
dislocated  workers  according  to  MLS  specifications. 

6.  Enclosed  is  a  table  on  the  Trade  Adjustment  Assistance 
(TAA)  program,  taken  from  a  recent  Mathematica  Policy 
Research  report.   This  provides  basic  information  on  the 
program  by  calendar  year.  The  data  on  Number  of  Petitions 
Certified  can  be  made  available  by  State  and  Standard 
Industrial  Classification  (SIC)  code,  if  necessary.   The 
data  on  TAA  services  can  be  made  available  by  State.   The 
contact  person  at  the  Employment  and  Training  Administration 
is  Joseph  Hines  (202-219-6540) . 

7.  Conceptually  and  empirically,  the  measurement  of  job 
creation  (or  job  loss)  due  to  export  (or  import)  demand  is 
difficult,  and  at  present  there  does  not  exist  an  official 
data  series  that  fully  identifies  the  extent  of  such 
activity.   Based  on  a  number  of  economic  and  statistical 
assumptions,  the  Bureau  of  the  Census  has  published 
estimates  of  the  number  of  export-related  jobs  created  in 
manufacturing  establishments  on  an  annual  basis  since  1983. 
The  most  current  information  is  in  their  publication  Exports 
from  Manufacturing  Establishments:   1988  and  1989  (AR  89-1, 
issued  November  1992) .   The  data  are  for  directly  exported 
goods  and  for  the  indirect  requirements  supporting 
manufactured  exports,  and  are  cross-tabulated  by  State  and 
industry  group  but  not  by  occupation.   The  contact  person  at 
the  Bureau  of  the  Census  for  these  data  is  Bruce  Goldhirsch, 
Chief  of  the  Special  Reports  Branch  (301-763-1503)  . 
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While  BLS  does  not  have  a  measure  of  export-related  jobs,  it 
does  follow  current  employment  trends  in  industries  that 
rely  heavily  on  exports  for  sales.   The  Current  Employment 
Statistics  program  produces  such  a  series  monthly.   Note 
that  this  series  is  not  a  measure  of  jobs  created  by 
exports,  but  rather  the  aggregate  employment  level  in 
industries  that  had  at  least  20  percent  of  their  1987 
employment  tied  to  either  direct  or  indirect  exports.   The 
industry  selection  is  based  on  the  Census  Bureau's  data  and 
will  be  revised  using  the  publication  cited  above  when  BLS 
releases  the  January  1993  employment  data  in  February  1993. 
It  is  important  to  note  that  the  change  in  employment  in  the 
special  BLS  series  not  only  relates  to  changing  export 
demand,  but  primarily  reflects  domestic  consumption  trends. 
In  fact,  in  many  industries  export  growth  has  partially 
offset  employment  declines  resulting  from  decreases  in 
domestic  orders  during  the  recent  recession. 

Data  are  enclosed  from  1985  (the  beginning  of  the  series) 
through  November  1992.   Although  the  series  is  not 
published,  it  is  available  monthly  upon  request  from  Lois 
Plunkert  of  the  Current  Employment  Statistics  program  at  BLS 
(202-606-6527) . 

8.  The  number  of  jobs  lost  due  to  import  penetration  is  not 
measured  by  BLS.   However,  net  employment  change  in  selected 
mining  and  manufacturing  industries  that  are  most  heavily 
impacted  by  imports  is  published  quarterly  in  a  joint 
BLS/Census  Bureau  publication.  Trade  and  Employment  (table 
11) .   A  copy  is  enclosed.   As  with  the  export-related  series 
described  above,  the  employment  trends  are  influenced  by 
many  factors  in  addition  to  imports,  primarily  domestic  and 
export  demand. 

9.  The  MLS  program  did  collect  data  on  plants  that  are 
closed  even  though  other  parts  of  the  company  remained  open. 
The  classification  of  such  a  layoff  event  as  a  closure  or  a 
layoff  depended  on  the  statistical  reporting  arrangement  of 
the  worksite  to  the  parent  company.    Also,  information  was 
collected  on  both  domestic  and  foreign  relocation  as  the 
reason  for  separation.   The  program  specifications  for 
closures  versus  layoffs  and  for  reasons  for  layoff  were  not 
altered  during  the  life  of  the  program. 

10.  The  Worker  Adjustment  and  Retraining  Notification 
(WARN)  Act  requires  employers  to  provide  notice  60  days  in 
advance  of  covered  plant  closings  and  covered  mass  layoffs. 
Enforcement  of  WARN  requirements  is  through  the  United 
States  district  courts.   Staff  at  the  U.S.  Department  of 
Labor  only  respond  to  inquiries  regarding  the  requirements 
for  advance  notice  of  worker  layoffs  under  the  WARN 
legislation. 
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The  Department  collects  data  on  WARN  notifications  as  they 
relate  to  JTPA  Title  III  program  operations.   The  States 
report  the  number  of  WARN  notices  received  on  the  Worker 
Adjustment  Program  Quarterly  Financial  Report.   These  data 
are  displayed,  by  year,  for  the  nation  and  each  State  in 
item  11  of  the  appropriate  page  of  the  summary  reports 
contained  in  the  WARN  Act  Data  enclosure.   Joseph  Mines  of 
the  Employment  and  Training  Administration  is  the  contact 
person  for  questions  on  WARN  (202-219-6540) . 
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WASHINGTON.  OC  20S 1 5-»  1 00  '■*T7;SJS  JSii;" 


Kovember  ao,  1992 


Th«  Honorable  Lynn  Mart-.jn 
secretary  of  iJabor 
U.  8.  Department  of  Labor 
300  Constitution  Avemin,  N.H. 
wastiinfton,  D.c.   20210 

Oaar  Madam*  S«cratary: 

I  on  disturbed  by  a  report  that  you  do  not  intend  to 
follow  the  instructions  of  the  appropriations  conunittees 
witn  respect  to  runaing  or  the  Bureau  of  Labor  SLauistics' 
Permanent  Mass  Layoff  (MLS)  and  riant  cloeincr  Report.   As 
you  Icnow,  both  committees  have  instructed  you  to  use  money 
appropriated  for  tne  JoD  Training  Partnership  Act  (jtpa)  to 
fund  the  MLS  program  in  Piscal  Year  1993,  juct  as  you  did 
in  Fieoal  1993. 

Last  year,  you  gave  Congress  notioo  that  you  did  not 
intend  to  be  bound  by  report  language  again  this  year  if 
you  were  directed  to  use  jtpa  national  a(;uuuiit  money  for 
MLS.   He  did  not  ignore  your  warning.   In  fact,  we  tooJc  it 
to  heart  and  amended  JTPA  to  reserve  $(5,000,000  for  the  MLS 
program  from  the  amounts  appropriated  under  Title  zv  of 
JTPA,  so  as  not  to  impact  the  funding  of  dislocated  workers 
programs  under  Title  III.   This  reservation,  which  now 
appears  in  section  3(c) (2) (B) (lii)  of  jtpa,  moKes  funding 
for  MLS  a  priority  for  your  Departmont. 

in  light  or  this  congressional  reaff iriuaUiun  of  the 
importance  of  the  MLB  program  and  in  light  of  the  debate 
over  the  potential  impact  of  a  North  American  Free  Trade 
Agreement  and  the  importance  or  identifying  the 
dislocations  it  may  cau30,  I  urge  you  to  comply  with  the 
intent  of  congress  and  fund  the  MLS  program.   No  other 
Statistical  prograa  is  available  to  Uie  government  that  can 
track  NAFTA-reloted  dislocations  in  a  timely  manner. 
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Tb«  HonorabXa  Xiynn  Martin 
KovMibar  30,  199a 
Pag*  Two 


No  ono  will  benefit  from  another  unnaeoaaary 
dlnriiptlon  In  thn   dAval opnant  of  th*  MLS  pro9raa. 

With  kind  regards. 


Cliairman 


WDF:pnn 

ooi   The  Honorable  Hillian  H.  Natoher,  Chairman 

Subcoanitt**  on  Labor — Health  and  Human  Services 
— Education,  U.  S.  Huuite  u£  RupLauantatives 
The  Honorable  Ton  Harkin,  Chaiman 

Subconmittae  on  Labor,  Health  and  Hunan  Services. 
Education,  U.  8.  Senate 
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us    DEPARTMENT  OF  LABOR 

SECHETABY  Of  LABOn 
VVASMlNdTON.  O  C 


DEC  I  6  QSe 


The  Honorable  Edward  M.  Kennedy 
Chaiman,  Committee  on  Labor  and 

Human  Resources 
United  states  Senate 
Washington,  D.C.   20S10 

Dear  Chairman  Kennedy: 

Thia  letter  is  to  infom  you  of  my  decision  to  diacontinue 
funding  of  the  Bureau  of  Labor  Statistics'  Mass  Layoff  Stetistics 
program.   Despite  the  reservations  I  comnunicated  to  Congress 
last  year,  the  Senate  Coniaittee  Report  occonpanying  the  FY  1993 
Appropriations  Bill  has  again  directed  the  Department  to  finance 
the  program  using  Job  Training  Partnership  Act  Title  III  Economic 
Dislocation  and  Worker  Adjustment  Assistance  discretionary 
resources. 

In  my  previous  letter,  I  stated  that  the  $5.9  million  annual 
cost  is  difficult  to  justify  in  light  of  the  availability  of 
biennial  surveys  which  provide  comprehensive  national  estimates 
of  dislocated  worKers  and  the  fact  chat  about  3,000  dislocated 
workers  would  be  unable  to  enter  the  program  as  a  result  of  such 
a  funding  mechanism. 

My  position  has  not  changed.   I  agreed  to  fund  the  program 
in  ry  1992,  as  directed,  hoping  that  congress  would  explore  other 
means  of  supporting  it.   While  the  recently  passed  Job  Training 
Partnership  Act  amendments  authorized  funding  for  the  effort 
under  Title  IV,  Congress  did  not  see  fit  to  appropriate  the  funds 
under  this  title  indicating,  in  my  view,  a  relatively  low 
priority  for  the  program.   Given  the  choice  between  serving  those 
individuals  hardest  hit  by  economic  dislocation  or  continuing  the 
collection  of  data  under  the  Mass  Layoff  statistics  program,  I 
must  choose  the  former. 


Sincerely, 
'  ^LyNN  MARTIN 
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U.S.  OEPAHTMCNT  OF  LABOR 

seem  TART  or  i-aaon 
wASHMcroM.  ee 


OkC  I  6  Bse 


Th«  llonor«bl*  Ton  Harkin 
Chalraan,  SubcoBBltce^  on  Labor, 

H«alth  and  Hvwan  Servlc«s, 

Education,  and  Related  Agencies 
Ceaaittaa  en  Appropriations 
United  States  Senate 
Washington,  O.C.   20S10 

Dear  Chairvan  Harlcin: 

This  letter  is  to  infers  you  of  ay  decision  to  discontlnu« 
funding  of  the  Bureau  of  Labor  Statistics'  Mass  Layoff  Statistics 
prograa.   Despite  the  reservatiena  I  ceiuaunicated  to  yeu  last 
year,  the  Senate  Ceanittee  Report  aeeoBpanylng  the  FY  1993 
Appropriationa  Bill  has  again  directed  the  Department  to  finance 
the  program  using  Job  Training  Partnership  Act  Title  XXZ  Econoale 
Dislocation  and  Worker  Adjustment  Aeaiatance  discretionary 
resources . 

In  ay  previous  letter,  Z  stated  that  the  $S.9  million  annual 
cost  is  difficult  to  justify  in  light  of  the  availability  of 
biennial  surveys  which  provide  comprehensive  national  eetlmates 
of  dislocated  workers  and  the  fact  that  about  3,ooo  dislocated 
workers  would  be  unable  to  enter  th«  program  aa  a  result  of  such 
a  funding  nechanisa. 

My  position  has  not  changed.   I  agreed  to  fund  the  progrem 
In  FY  1992,  as  directed,  hoping  that  congress  would  axplors  othar 
means  of  supporting  it.   While  the  recently  passed  Job  Training 
Partnership  Act  amendments  authorized  funding  for  the  effort 
under  Title  IV,  congress  did  not  see  fit  to  appropriate  the  funds 
under  this  title  Indicating,  In  my  view,  a  relatively  low 
priority  for  the  program.   Given  the  choice  between  serving  thoae 
individuals  hardest  hit  by  economic  dislocation  or  continuing  the 
collection  of  data  under  the  Haas  Layoff  statistics  progras,  X 
must  choose  the  former. 


sincarjOV, 
"  J.yHH   MARTTII 
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U.S.  DEPARTMENT  OP  LABOR 
SECwrTARv  or  labor 

WASHtNCTON.  O  C 

oec  16  )9Qe 


The  Honorable  Willi«ra  H.  Natchcr 
Chairman,  Subcommittee  on  Labor, 

Health  and  Human  Services, 

Education,  and  Related  Agencies 
Connittee  on  Appropriations 
U.S.  Housa  of  Representatives 
Washington,  D.C.   20515 

Daar  Ctialman  Hatcher: 

This  letter  Is  to  inform  you  of  my  decision  to  discontinue 
funding  of  the  Bureau  of  t.abor  Statistics*  Mass  layoff  Statistics 
prograa.   Despite  t^e  reservations  X  communicated  to  you  last 
year,  the  House  Committee  Report  accoaipanying  the  FY  1993 
Appropriations  Bill  has  again  directed  the  Department  to  finance 
the  program  using  Job  Training  Partnership  Act  Title  XII  Economic 
Dislocation  and  worker  Adjustment  Assistance  discretionary 
resources. 

In  my  previous  letter,  I  stated  that  the  $5.9  million  annual 
cost  is  difficult  to  ijustify  in  light  of  the  availability  of 
biennial  surveys  which  provide  comprehenaivo  national  estinatee 
of  dislocated  workers  and  the  fact  that  about  3,000  dislocated 
workers  would  be  unable  to  enter  the  program  as  a  result  of  such 
a  funding  mechanism. 

Hy  position  has  not  changed.   I  agreed  to  fund  the  program 
in  FY  1992,  as  directed,  hoping  that  Congress  would  explore  other 
means  of  supporting  it.   While  the  recently  passed  Job  Training 
Partnership  Act  amendments  authorized  funding  for  the  effort 
under  Title  IV,  Congress  did  not  see  fit  to  appropriate  the  funds 
under  this  title  indicating,  in  ny  view,  a  relatively  low 
priority  for  the  program.   Given  the  choice  between  serving  those 
individuals  hardest  hit  by  economic  dislocation  or  continuing  the 
collection  of  data  under  the  Mass  Layoff  Statistics  program,  I 
must  choose  the  former. 

Sincerely, 


'  VLYMN  MARTIN 


JOHM  QUHH.  OHIO.  CMAIftMAN 

SAM  NUNN   CEOACIA  WILUAM  V   MOTH.  Ja,  DCLAWAMt 

CAM.  LEVIN.  MICHICAM  TCO  STfVCNS.  ALASKA 

JIM  SASSEK  TENNESSEE  WILUAM  t   COHEM.  MAIME 

0AV10  MtVOfL  ARKANSAS  THAO  COCMIUM   MiSStStim 

JOSCM  I    LIEICRMAN.  CONNECTICUT  JOHN  McCAlN    AAlfOHA 

OAN)EL  K_  AKAXA.  KAWAII 

BtROM  L   OOKCAN    NORTM  DAKOTA 
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March  12,  1993 


The  Honorable  Barbara  E.  Bryant 

Director 

Bureau  of  the  Census 

Department  of  Commerce 

Washington,  D.C.  20320 

Dear  Madam  Director: 

The  Subcommittee  on  Oversight  of  Government 
Management,  in  anticipation  of  the  debate  on  the  North 
American  Free  Trade  Agreement  (NAFTA),  is  currently  i 

reviewing  the  federal  government's  collection,  and 
analysis  of  data  on  U.S.  imports  and  exports. 

Reliable  information  on  U.S.  exports  to  and  imports 
from  Mexico  is  essential  for  proper  evaluation  of  the 
effects  NAFTA  will  have  on  various  sectors  and  elements 
of  the  U.S.  economy.   Especially  helpful  would  be  data 
on  items  transferred  between  firms  located  in  the  U.S. 
and  manufacturing  facilities  in  Mexico  which  are  part  of 
the  Mexican  government's  maquiladora  program.   There- 
fore, we  ask  you  to  answer  the  following  questions  and 
to  provide  the  information  requested. 

(1)  Is  capital  equipment,  both  new  and  used,  that  is 
shipped  from  the  U.S.  to  manufacturing  facilities  in 
Mexico  which  take  part  in  the  Mexican  government ' s 
maquiladora  program,  included  in  U.S.  export  data?   Is 
any  distinction  made  in  U.S.  trade  data  between  such 
equipment  shipped  to  maquiladoras  and  such  equipment 
shipped  to  non-maquiladora  facilities  in  Mexico? 

(2)  Are  all  parts,  subassemblies  and  supplies  shipped 
from  the  U.S.  to  maquiladoras  in  Mexico  included  in  U.S. 
export  data?   Is  any  distinction  made  in  U.S.  trade  data 
between  such  items  shipped  to  maquiladoras  and  such 
items  shipped  to  non-maquiladora  facilities  in  Mexico? 

(3)  The  following  questions  pertain  to  maquiladora  - 
products  which  contain  parts,  subassemblies  and  supplies 
shipped  from  firms  in  the  U.S.  to  maquiladoras  for  ^ 
assembly,  processing,  alteration  or  repair,  and  then  ^ 
shipped  back..to  the  U,.  S . :  ,, 

( 
i 
i 
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(a)  Are  all  such  products  included  in  U.S.  import 
data? 

(b)  Is  any  distinction  made  in  U.S.  import  data 
between  maquiladora  products  and  products  of 
non-maquiladora  facilities  in  Mexico  shipped  to  the 
U.S.? 

(c)  Does  U.S.  import  data  include  the  entire  value 
of  these  maquiladora  products  or  is  just  the  value  added 
in  Mexico  included?   Is  any  distinction  made  in  U.S. 
trade  data  between,  or  in  U.S.  treatment  of,  such  items 
shipped  to  and  from  maquiladoras  and  such  items  shipped 
to  and  from  non-maquiladora  facilities  in  Mexico? 

(d)  Does  U.S.  trade  data  identify  these  types  of 
maquiladora  products  as  such,  or  distinguish  them  from 
products  of  non-maquiladora  facilities  in  Mexico  shipped 
to  the  U.S.?   Is  U.S.  trade  data  assembled  or  organized 
in  such  a  manner  to  permit  identification  of  these 
maquiladora  products? 

( 4 )  Why  are  U.S.  exports  to  and  imports  from  Mexico 
handled  in  this  manner? 

(5)  What  efforts  have  been  undertaken  to  improve  U.S. 
trade  data  concerning  items  shipped  between  the  U.S.  and 
Mexican  maquiladoras? 

(6)  What  additional  efforts  in  that  regard  could  be 
undertaken? 

We  ask  that  you  respond  to  this  request  no  later 
than  Monday,  March  22.   Please  direct  any  questions  or 
comments  you  may  have  to  Jim  Bean  or  Alison  Pascal  of  my 
staff  at  224-6221. 

Thank  you  for  your  attention  to  this  request. 

Sincerely, 


Carl  Levin,  Chairman 
Subcommittee  on  Oversight  of  Government  Management 


CL:ljg 
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The  Honorable  Carl  Levin 
Chad-xman,  Stibccnonlccee  on 

Oversight  of  Govexsmenc  Management 
Commiccee  on  Governmental  Affairs 
United  States  Senate 
Washington,  D.C.   20510-6250 

Deaur  Mr.  Chairman: 

Thank  you  for  your  letter  to  former  Director  Barbara  Bryauit 
regarding  U.S.  export  smd  in^rart  data  for  Mexico  particularly 
relating  to  maquiladora  trade. 

The  answers  to  your  questions  axe: 

Questions  l  and  2:  The  U.S.  escort  statistics  do  include  shipments 
of  capital  equipment,  parts,  subassemblies,  and  supplies  to 
maquiladora  facilities  in  Mexico.  The  data  make  no  distinction 
between  shipments  to  maquiladoras  and  those  destined  for  other 
entities. 

Question  3:  The  U.S.  import  data  includes  articles  assembled  in 
maquiladora  plants  containing  previously  exported  U.S.  con^jonents 
but  again  the  data  do  not  identify  maquiladora  products 
specifically.  The  data  include  the  total  value  of  the  injjorted 
product,  including  the  value  of  U.S.  components.   The  Census  Bureau 
con^jiles  supplemental  data  on  i  mports  entered  under  Harmonized 
Tariff  Schedule  of  the  United  States  ;^n;nr»^a^(=.H  (HTSUSA)  number 
9802.008010  and  9802.008060  (Articles  assembled  abroad  wholly  or 
partly  from  U.S.  con^onents)  separating  the  value  of  U.S.  coir5>o- 
nents  and  value  of  the  foreign  con^jonents.   (Please  see  the 
enclosed  extract  for  Mexico.)   Although  these  data  cover  more  than 
maquiladora  products,  they  provide  a  good  approximation  of  this 
type  of  trade  with  Mexico. 

Question  4:   The  U.S.  export  and  ; import  statistics  show  these 
assembly- type  transactions  for  Mexico  in  the  same  manner  as  for  all 
other  countries  and  are  according  to  the  reporting  requirements  set 
forth  in  the  HTSUSA  and  the  Foreign  Trade  Statistics  Regulations. 

Question  5:   The  Census  Bureau  is  currently  working  with  Mexico's 
statistical  agency,  Instituto  Nacional  de  Estadistica,  Geografia  e 
Informatica,  in  a  trade  data  reconciliation  project  designed  to 
identify  and  investigate  areas  where  one  partner's  escport  data  are 
signif iceuitly  different  from  the  other  partner's  imports.   While 
not  aimed  specifically  at  maquiladora  trade,  this  activity  allows 
the  agencies  to  evaluate  the  quality  of  the  overall  trade 
statistics  and  identify  areas  for  improvement. 
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Question  6:  To  specifically  identify  maquiladora  tirade,  the  export 
and  luporc  documents  require  revision  to  provide  a  specific 
statistical  element  to  identify  each  individual  transaction.   The 
reporting  of  any  new  data  element  requires  strict  monitoring  and 
enforcement  by  both  the  Customs  Service  and  the  Census  Bureau  to 
ensure  reliable  data.  Since  most  of  the  trade  documentation  is 
handled  by  brokers  and  freight  forwarders,  who  may  well  be  unable 
to  respond,  revision  would  substantially  increase  the  reporting 
burden  of  respondents. 

If  you  need  fxirther  Infoznation,  please  have  a  member  of  your  staff 
caJ-l  Mr.  Don  L.  Adams,  Chief,  Foreign  Trade  Division,  on 
(301)  763-5342. 

Sincerely, 


"SSiXTni  A.  Scarr 
Acting  Director 
Bureau  of  the  Census 


Enclosure 
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NAFTA:   U.S.  EMPLOYMENT  AND  WAGE  EFFECTS 

SUMMARY 


One  question  asked  again  and  again  in  connection  with  the  North  American 
Free  Trade  Agreement  (NAFTA)  between  the  United  States,  Mexico,  and  Canada 
is:    What  will  be  the  effect  of  NAFTA  on  U.S.  jobs  and  wages? 

The  answer  is:  At  the  present  time,  the  jury  is  still  out.  Despite  more  than 
20  studies  estimating  the  potential  effect  of  NAFTA  on  employment  and  wages, 
important  questions  are  still  unanswered  and  unanswerable. 

There  are  a  number  of  problems  with  studies  that  have  tried  to  estimate 
the  potential  effect  of  NAFTA  on  employment  and  wages.  For  the  most  part, 
these  studies  have  attempted  to  predict  job  and  wage  eflectfi  by  estimating  the 
trade  effect  of  NAFTA:  the  potential  changes  in  imports  and  exports.  They 
have  made  little  effort  to  estimate,  and  have  little  ability  to  predict,  the 
potential  investment  effect  of  NAFTA  -  especially  the  potential  for  U.S.  plants 
to  relocate,  particularly  to  Mexico,  where  wages  average  one-seventh  the  level 
of  U.S.  wages  for  comparable  industries,  and  where  labor  and  environmental 
regulations  are  less  stringently  enforced. 

Perhaps  the  most  important  unanswered  question  is:  How  many  U.S. 
plants  will  relocate  to  Mexico  as  a  result  of  NAFTA?  As  a  corollary,  how  many 
workers  will  be  dislocated  as  a  result  of  such  plant  relocations? 

NAFTA  is  part  of  a  bigger  picture  of  the  U.S.  economic  landscape.  The 
larger  picture  shows  that  with  or  without  NAFTA,  U.S.  manufacturing 
employment  and  real  wages  are  declining.  With  or  without  NAFTA,  some  U.S. 
plants  are  relocating  to  Mexico.  With  or  without  NAFTA,  jobs  from  U.S.  direct 
investment  around  the  world  are  "shifting"  to  Mexico:  Between  1977  and  1990, 
more  jobs  from  U.S.  direct  investment  were  created  in  Mexico  than  in  a\\  13 
Asia/Pacific  countries  combined.  At  the  same  time,  jobs  from  U.S.  direct 
investment  in  other  countries,  overall,  were  declining. 

As  a  formal  trade  agreement  between  the  United  States  and  Mexico, 
NAFTA  is  considered  by  some  to  beam  a  more  powerful  signal  to  American 
businessmen  that  Mexico  is  a  stable,  advantageous,  and  profitable  place  to 
invest.  In  the  opinion  of  some  observers,  NAJTA  may  be  the  equivalent  of 
replacing  an  old  dirt  road  with  a  superhi^way.  Such  a  superhighway  could 
accelerate  not  only  travel  of  exports  and  imports,  but  also,  at  least  in  the  short 
run,  plants  relocating  to  Mexico. 

Many  observers  agree  that  in  the  long  run  economies  as  whole  benefit  from 
trade.  Some  macroeconomists  argue  that,  especially  in  the  short  run,  there  will 
be  net  job  gains  in  the  United  States  as  capital  exports  to  Mexico  increase  and 
new  businesses  are  established  in  Mexico.  Others  argue  that  in  the  short  run 
there  may  also  be  substantial  job  dislocations.  To  the  extent  that  this  is  true, 
another  important  unanswered  question  is:  How  long  will  the  short  run  last? 
How  long  will  it  take  workers  displaced  by  NAFTA  to  find  new  jobs?  Will  their 
new  jobs  pay  wages  and  benefits  comparable  to  those  paid  on  their  former  jobs? 
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At  least  20  studies  have  concluded  that  NAFTA  will  have  little  overall  or 
net  effect  on  U.S.  employment  and  wages.  TTiat  is,  these  studies  cu-gue,  there 
will  he  job  gains  and  Job  losses,  but  they  will  essentially  balance  each  other  out. 
There  will  be  wage  gains  and  wage  losses,  but  they  too  will  essentially  balance 
each  other  out. 

In  contrast  with  this  economic  per8;>ective  is  a  human  perspective:  A  Wall 
Street  Journal/NBC  news  poll  found  that  37  percent  of  those  polled,  oppose 
NAFTA.  Some  industry  workers  feared  a  rush  of  jobs  to  Mexico,  while 
producers  feared  unfair  competition.' 

There  are  some  problems  with  the  20-plu8  studies.  Using  a  variety  of 
different  methodologies  and  assumptions,  they  tend  to  estimate  the  trade  effect 
of  NAFTA:  the  potential  changes  in  exports  and  imports.  They  have  made  little 
effort  to  estimate,  and  have  little  ability  to  predict,  the  potential  investment 
effect  of  NAFTA  -  that  is,  the  potential  for  U.S.  plants  to  relocate  to  Mexico. 
Those  that  do  try  to  measure  the  investment  effect,  tend  to  assume  a  certain 
amount  of  investment,  thereby  assuming  that  which  they  are  ultimately  trying 
to  measure  the  effects  of. 


TRADE  EFFECTS:  ESTIMATES  FROM  NAFTA  STUDIES 

What  do  these  more  than  20  studies  show?  For  the  most  part,  these  studies 
find  that  NAFTA  will  have  little  effect  on  employment  because  both  exports  and 
imports  will  increase,  slowly  at  first.  In  the  long  run,  exports  and  imports 
should  more  or  less  balance  each  other  out,  most  studies  and  economic  theory 
argue. 

U^.  exports  will  increase,  many  studies  contend,  because  Mexico  will 
increase  its  demand  for  U.S.  capital  equipment  and  high-tech  products.  Mexico 
will  use  these  to  build  up  its  manufacturing  base  and  infrastructure,  and  use 
these  as  inputs  in  its  manufacturing  processes.  Currently  about  70  cents  of 


Part  of  the  CRS  series  North  Americcm  Free  Trade  Agreement  Issues  and 
Implications. 

*  Calmes,  Jackie.  In  Heartland  Races,  Trade  Agreement  With  Mexico  is 
Proving  to  Be  Unpopular.  The  Wall  Street  Journal,  Politics  &  Policy,  p  A-16, 
October  27,  1992. 
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THE  MAQUILADORA  PROGBAM 

NAFTA's  forerunner  is  the  Mexican  maquiladora,  or  'twin  plant" 
program  which  began  in  Mexico  in  1965  as  part  of  Mexico's  Border 
Industrialization  Program.  The  maquiladora  program  is  like  a  mini- 
NAFTA  in  that  it  encourages  both  trade  with  and  investment  in  Mexico. 
However,  there  are  a  number  of  differences. 

First,  under  the  maquiladora  program,  trade  and  investment  has  been 
mostly  limited  to  manufacturing  assembly  operations.  NAFTA  would 
make  investment  more  secure  in  other  manufacturing  operations,  as  well 
as  the  agricultural,  and  service  sectors. 

Second,  under  the  maquiladora  program,  plant  site  locations  have 
tended  to  be  limited  to  certain  areas  along  the  border  and  the  interior  of 
Mexico.  In  part,  border  industrialization  was  a  requirement  of  the  initial 
program,  althou^  requirements  have  since  been  relaxed.  Early  on,  labor 
shortages  along  the  border,  and  later  hi^  transportation  costs,  have 
probably  limited  more  extensive  development  throu^out  Mexico. 
NAFTA  would  allow  manufacturing  plants  to  locate  in  other  parts  of 
Mexico,  and  is  expected  to  encourage  the  development  of  infrastructure, 
including  better  roads. 

Third,  under  the  maquiladora  program,  certain  tariff  and  nontariff 
trade  barriers  have  been  lowered.  U.S.  as  well  as  other  foreign 
businesses  have  been  permitted  to  export  components  for  assembly  in 
Mexico,  as  long  as  the  goods  are  then  exported  back  out  of  Mexico.  U.S. 
tariff  provisions  assess  charges  on  return  goods  only  on  the  value  added 
in  Mexico.  Under  NAFTA,  tariff  and  nontariff  trade  and  investment 
barriers  are  further  reduced  or  eliminated  over  a  period  of  10  to  15  years. 


every  Mexican  dollar  spent  on  imports  is  spent  on  imports  from  the  United 
States,  these  studies  emphasize. 

U.S.  exports  will  grow  slowly,  these  studies  argue,  because  of  the  relatively 
small  size  of  Mexico's  economy  compared  to  that  of  the  United  States.  Mexico's 
gross  domestic  product  (GDP)  is  about  5  percent  that  of  the  United  States.  In 
addition,  the  average  Mexican  output  per  capita  (which  some  observers  like  to 
use  as  an  estimate  of  average  per  capita  income)  is  only  about  $3,550  compared 
with  an  average  U.S.  figure  of  about  $22,000.^ 

U.S.  imports  will  increase,  other  studies  argue,  because  goods  and  services 
produced  by  Mexico  could  come  back  to  compete  with  more  expensive  U.S.  goods. 


^  Organization  for  Economic  Cooperation  and  Development  (OECD)  data. 
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Currently  about  one-quarter  of  U.S.  exportfi  shipped  to  Mexico  go  to 
maquiladora  plants,  and  thus  tend  to  return  to  the  United  States  as  finished 
goods.^ 


Job  Effect  from  NAFTA 

What  do  these  studies  estimate  are  overall  job  effects  from  NAFTA?  Table 
1  pulls  out  from  the  few  studies  which  have  ventured  numerical  estimates, 
predictions  of  the  job  gains  and  losses  from  NAFTA.  As  mentioned,  these 
studies  all  estimate  that  the  actual  number  of  jobs  gained  or  lost  will  be 
relatively  small:  The  highest  estimated  job  gains  are  up  to  1.5  million  tbruugh 
the  year  2000  (DRI/McGraw-Hill).  The  highest  estimated  job  loss  from  these 
studies  is  900,000  lost  jobs  by  the  year  1999  (Economic  Strategy  Institute). 
Both  the  job  gain  and  job  loss  estimates  amount  to  fewer  jobs  than  have 
typically  been  created  in  the  United  States  in  a  single  year  (using  net  job 
creation  during  the  ten  year  period  1980-1990  as  an  average). 


Industry  Winners  and  Losers 

Which  industries  will  gEiin  jobs  and  which  will  lose  them  under  NAFTA? 
Table  2  pulls  out  the  m^jor  industry  divisions  and  industry  groups  mentioned 
by  the  various  studies  as  job  winners  and  job  losers.  An  industry  that  one  study 
may  identify  as  a  job  loser  may  be  identified  by  another  study  as  a  job  winner. 
As  a  result,  many  industries  (often  reflecting  different  sub-industries)  appear  on 
both  job  winner  and  job  loser  lists.  Within  manufacturing  industry  groups  listed 
in  bold-face  type,  job  gains  could  come  in  areas  oi  parts  production  and  high 
technology  products,  whereas  job  losses  could  come  in  assembly  and  other  labor 
intensive  operations. 


Geographic  Winners  and  Losers 

Which  areas  of  the  United  States  will  gain  jobs  and  which  will  suffer  losses 
as  a  result  of  NAFTA?  Table  3  pulls  out  from  the  many  studies  the  State  and 
regional  job  vnnnere  and  job  losers.  As  with  the  industry  data,  some  areas 
(because  of  concentrations  of  different  industries  or  sub-industries  within  them) 
appear  on  both  job  winner  and  job  loser  lists.  For  example,  California,  the 
South,  and  the  Midwest  are  expected  to  experience  both  job  gains  and  job  losses. 
In  California,  gains  could  come  in  hi^-tech  products  and  losses  could  come  in 
some  horticultural  products.  In  the  South,  especially  Texas,  gains  could  come 
in  various  industries  located  along  the  border,  and  losses  could  come  in  some 


'  U.S.  Department  of  (Commerce.  Economics  and  Statistics  Administration. 
Office  of  the  Chief  Economist.  U.S.  Jobs  Supported  by  U.S.  Merchandise 
Ejqtorts  to  Mexico,  May,  1992.  p.  6. 
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TABLE  1.  Projected  Overall  Employment  Changes  from  NAFTA 


Source  of  estimate 


Job  Gain      Job  Loes 


Net  Gain 
or  Loss 


International  Trade  Commission 

Institute  for  International  Economics  (10 

years) 

DRI/McGraw-Hill  (per  year  throu^  2000) 


Clopper  Almon  (5  years) 

KPMG  Peat  Marwick  (at  least  10  years) 

Economic  Policy  Institute  (fay  the  year  2000) 

Stem,  Deardorff,  «md  Brown  (over  10  years) 
Economic  Strategy  Institute  (in  1999) 


NA  NA  NA 

325,000        150,000        +175,000' 


160,000- 
221,000^ 

NA 

NA 

63,400 

21,100 

+  42,300 

27,400 

29,800 

2,400 

550,000 

550,000 

0^ 

NA 

132,380* 

NA 

225.000- 
264,000 

400,000- 
900,000 

-175,000- 
-636,000* 

Sources:  U.S.  International  Trade  CommiMion.  Economy-Wide  Modeling  of  the  Economic 
Implicationt  of  a  FTA  with  Mexico  and  a  NAFTA  with  Canada  and  Mexico.  U.S.  ITC  PubUcation 
2516,  May  1992;  Institute  for  International  E^nomics.  North  American  Fret  T^ade  Agreement 
Issues  and  Recommendations,  by  Gary  C.  Hufbauer  and  Jeffrey  J.  Schott,  Washington,  D.C.  1992; 
Interindustry  Economic  Research  Fund,  Inc.  Industrial  Effects  of  a  Free  Trade  Agreement  Between 
Mexico  and  the  USA,  by  Clopper  Almon,  1991,  KPMG  Past  Marwick  Policy  Economics  Group. 
The  Effects  of  a  Free  Trade  Agreement  Between  the  U.S.  and  Mexico.  Economic  Policy  Institute. 
The  Effect  of  George  Bush  '•  NAFTA  On  American  Workers:  Ladder  Up  or  Ladder  Down  ?  by  Jeff 
Faux  and  Thea  Lee;  National  Commission  on  Employment  Policy.  The  Employment  Effects  of 
the  North  American  Free  Trade  Agreement:  Recommendations  and  Background  Studies,  Oct. 
1992;  and  Economic  Strategy  Institute  The  Good  News  or  the  Bad  News.  Free  Trade  With 
Mexico:   The  Potential  Economic  Impact,  1991. 

NA:  Not  available.  No  numerical  estimates  are  included  in  this  report.  The  International  Trade 
Commission  estimates  that  overall,  NAFTA  will  have  Uttle  or  no  effect  on  employment  levels  in 
the  United  States,  but  oouJd  cause  some  shifts  in  employment. 

'   Schott,  Jef&ey  J.   North  America  Integrates.   International  Economic  Insists.   Institute  for 

International  Economics,  Sept.-Oct.,  1992,  p.  63. 

^      Estimates  by  DaU  Reaouroes  Incorporated  (DRD/McOraw-Hill.      Included   in  National 

Commission  on  Employment  PoUcy  Report. 

^  The  model  used  assumes  fuU  employment,  so  those  who  lose  hi^-wage  jobs  are  automatically 

assumed  to  be  reemployed,  but  the  effect  of  the  shift  is  reflected  in  a  50  peroent  wage  cut. 

*  Estimate  by  Robert  M.  Stem,  Alan  V.  Deardorff,  and  Drusilla  K.  Brown.  Included  in  National 
Commission  on  Emplosrment  PoUcy  report. 

*  The  two  seu  of  numbers  represent  a  hi^  growth  and  low  growth  strategy.  The  hi^  growth 
strategy  includes  an  estimate  of  12.990  auto  workars,  62,980  auto  parts  workers,  62,650  radio  and 
TV  manufacturers,  21,<>ftOTr»'"'f'»'^"^''«"<'**'«^'n"?"'''^*^"'>«T"p™*"*i  16,000  manufacturers 
of  other  electrical  equipment,  and  9,900  machinery  manufacturers. 
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TABLE  2.  Some  Projected  Industry  Job  Winners  and  Losers 


WINNERS 


LOSERS 


•AGRICULTURE 

grams,  oilseeds,  com,  aorc^um, 
•qybeans,  and  livaatock 


MANUFACTURING 

Food  prooeMlnc  aloohoUc  beverages, 
canned  and  prooooood  becuiE  and 
potatoes  and  aimiiar  items 

textiles  and  apparel:  components  for 
Mexican  assembly  plants 

cbemleala:  petrochemicals,  chemical 
intermediates,  pharmaceuticals 

•tone  and  clay:  cement 


primary  and  fabricated  metala:  hi^ 

tech  steel,  structured  wire  products, 
and  high  value  sheet  metal  products 

*  machinery:  heavy  machinery,  machine 
tools,  construction  equipment 

*  electronics:  office  equipment,  high 
tech  electronics,  TV  components,  semi- 
conductors 

*  transportation  eqaipment:  autoe, 
auto  parts,  and  aerospace  equipment 

paper  products 

rubber  and  plastic  products 

measuring  Instruments:  medical 
devices 

TRANSPORTATION  AND 
COMMUNICATIONS 

transportation  services  and 

telecommunications 

SERVICES 

banking  and  financial  services,  legal 
services,  aocotuting  services,  insurance, 
and  oomputsr  software  sngineering 


•AGRICULTURE 

sugar,  fresh  fruiu  and  vegetables 
(especially  citrus,  wmter,  and 
manually  harvastsd  crops) 

CONSTRUCTION 

MANUFACTURING 

Food  prooeasing:  tuna  canning 


tocUles  and  mpptatti:  knitting 
mills  and  some  assembly  operations 


fthwmlffals:  madicinas 

*  atOBfe,  day  and  glass 

^aasware 


especially 


primary  and  febricated  ■ 

high  value  specialty  steel,  plate,  bar, 
rod,  and  tubular  steel,  and 
nonferrous  metals 

ihinery:  home  appliancee 


*  electronios:  consumer  electronics 
including  radio  and  TV 


•  transportation  equips 

and  auto  parts 

furniture 


ikt:  autos 


TRANSPORTATION 

motor  frM^t,  esperislly  tru^ing 


SERVICES 

hotels,  motion  pictures,  amtisements 


*  Industries  of  projected  greatest  absolute  or  percentage  employment  diange. 
Source:    Compiled  from  the  following  reports  on  macroeconomic  models  and  studies: 
International  Trade  Commission;  Clopper  Almon;  KPMG  Peat  Marwick;  Data  Resources 
Incorporated;  Economic  Strategy  Institute;  and  Brown,  Deardorff  and  Stem. 
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TABLE  3.  Some  Suggested  Regional  Job  Winners  and  Losers 


WINNERS 


LOSERS 


West  South  Central  region,  dominated 
by  the  Texas  economy.   Texas  exports 
represent  about  40  percent  of  U.S. 
exports  to  Mexico,  with  businesses  in 
many  industries  along  the  border  region 
anticipating  growth.  (DRI) 


California,  Florida,  and  some  of  the 
other  southern  States  could  face 
considerable  competition  from  Mexico, 
in  horticultural  products,  especially 
citrus  crops  and  winter  vegetables  that 
are  manually  harvested.  (ITC) 


Michigan,  Ohio,  Illinois,  Wisconsin, 
and  Indiana  ,  producing  heavy 
industrial  goods,  and  California, 
Oregon,  and  Washington,  and  other 
States  producing  hi^  tech  products 
could  experience  export-related  job 
gains.  (Clopper  Almon) 

Pacific  Southwest:  California, 
Arizona,  and  New  Mexico  currently 
represent  about  18  percent  of  total  U.S. 
exports  to  Mexico,  with  close  geographic 
proximity  to  and  existing  extensive 
export  activity  with  Mexico.  California 
alone  represents  about  14  percent  of 
total  U.S.  exports  to  Mexico.  (DRI) 

South  Atlantic:  could  also  gain  in  the 
medium  term  due  to  its  broadly 
diversified  industrial  base  and  large 
trade  and  investment  links  with  Mexico. 
(DRI) 


EUtft  North  Central  and  Midwest 

producers  of  autoe  and  auto  parts  could 
face  pressure  to  relocate  production 
fadlitiee  in  Mexico.  GTC) 


Southeast  and  New  England 
manufacturers  with  labor  intensive 
operations  may  be  less  likely  to 
experience  growth  because  of 
investment  in  Mexico  in  plants 
producing  competing  products.  (DRI) 


Source:  (Compiled  from  the  following  reports  on  macroeconomic  models  and  studies: 
International  Trade  (Commission  (ITC),  Data  Resources  Incorporated  (DRI),  and  Clopper 
Almon.  Full  references  for  these  sources  are  listed  in  the  footnotes  to  table  1  except  for 
the  DRI  study:  DRI/McGraw-Hill.  The  North  American.  Free  Trade  Agreement  and  Jte 
Implications.  September  1992. 
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horticultural  products  that  are  now  manually  harvested.  In  the  Midwest,  gains 
are  expected  to  come  in  industries  producing  high-tech  and  heavy  industrial 
goods,  while  losses  could  come  in  auto  and  auto  parts  production. 


Wage  Effect  from  NAFTA 

What  are  expected  to  be  the  wage  effects  from  NAFTA?  Those  few  studies 
that  propose  to  examine  wages  tend  to  find  very  little  effect  from  NAFTA.  Two 
exceptions  to  this  pattern  are  as  follows:  The  International  Trade  Commission 
(ITC)  study  predicts  that  unskilled  workers  in  the  United  States  could  suffer  a 
sli^t  decline  in  real  income.  Some  observers  argue  that  the  FTC's  definition  of 
"unskilled*  labor  includes  about  70  percent  of  the  US.  labor  force  whose 
education  stops  in  the  12th  grade.  Others  argue  that  unskilled  labor  is  limited 
more  closely  to  some  workers  in  service  occupations  and  blue-collar  occupations 
(i.e.,  operators,  fabricators,  and  laborers)  who  together  constitute  less  than  30 
percent  of  the  employed  workforce.  The  ITC  study  also  predicts  that  as  a  result 
of  NAFTA  skilled  workers  could  benefit  more  fit>m  lower  prices  and  thus  eqjqy 
increased  real  income. 

Another  study,  published  by  the  National  Bureau  of  EJconomic  Research 
(NBER),  estimates  that  NAFTA  could  raise  the  earnings  of  the  professional/ 
technical  workforce  by  as  much  as  $6,000  per  year  and  lower  the  earnings  of 
other  workers  by  about  $1,600.  Although  the  author  indicates  that  the  exact 
nature  of  the  wage  change  is  uncertain  because  of  so  many  variables,  "E^amings 
reductions  on  the  order  of  $1,000  per  year  .  .  .  seem  very  plausible.'' 


THE  BIGGER  PICTURE 

NAFTA  if  approved,  would  be  but  one  factor  in  a  larger  picture.  In  the 
overall  picture  of  U.S.  domestic  and  international  trade,  many  Cactors  blend  to 
effect  continuing  changes  on  the  U.S.  economic  landscape.  These  changes  have 
occurred  in  the  absence  of  NAFTA,  but  in  the  presence  of  increased 
international  competition  generally,  since  the  late  19708.  With  or  without 
NAFTA  the  following  trends  are  expected  to  continue,  at  least  in  the  netu* 
future: 


*  Leamer,  Edward  E.,  National  Bureau  of  Economic  Reaearch.  Wage  Effects 
of  a  U.S.-Mexico  Free  Trade  Agreement.  Working  Paper  No.  3991,  February 
1992,  p.  46. 
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The  Decline  of  U.S.  Maniifacturing  Employment  and  Real  Wage 
Levels'' 

With  or  without  NAFTA,  U.S.  manufacturing  employment  and  real 
(inflation-adjusted)  wage  levels  are  declining.  Manufacturing  employment  levels 
were  at  their  peak  in  1979,  when  21  million  workers  constituted  nearly  one- 
quarter  of  the  employed  workforce.  By  1992  their  ranks  had  shrunk  to  less 
than  one-fifth  of  the  working  population  in  the  United  States. 

The  extent  to  which  manufacturing  and  real  wages  have  declined  in  a  little 
over  a  decade  is  evident  in  these  figures:  Between  1979  when  manufacturing 
was  at  its  peak  cmd  1992,  manufacturing  employment  has  declined  by  nearly  14 
percent;  manufacturing  production  employment  has  declined  by  an  even  greater 
18  percent;  and  real  manufacturing  production  wages  have  dropped  10  percent.* 

In  some  cases  during  the  19808,  wages  dropped  because  American 
corporations  demanded  and  got  real  wage  concessions  from  their  workers, 
sometimes  threatening  them  with  plant  relocations.  Within  manufacturing, 
declines  in  employment  levels  occurred  primarily  among  unskilled  blue-collar 
operators,  fabricators,  and  laborers.^ 

With  or  without  NAFTA,  U.S.  manufacturing  employment  and/or  wages 
may  continue  to  decline  for  a  number  of  reasons.  These  include:  international 
competition,  (especially  competition  with  lower-wage  countries);  domestic 
competition  (especially  by  companies  that  are  also  trying  to  compete 
internationally);  and  continued  automation  of  U.S.  manufacturing  operations 
as  technology  advances. 


The  Continuation  of  U.S.  Investment  and  Job  Creation  in  Mexico 

With  or  without  NAFTA,  the  United  States  is  creating  jobs  in  Mexico.  U.S. 
Department  of  Commerce  data  report  that  overall,  U.S.  investment  in  Mexico 
has  created  a  total  of  about  330,(X)0  jobs,  not  all  of  them  in  maquiladora  plants. 
According  to  both  Department  of  Commerce  and  Mexican  data,  electronics  and 
transportation  manufacturing  are  the  two  largest  industries  supported  by  U.S. 


'  Data  source:  U.S.  Department  of  Labor.  Bureau  of  Labor  Statistics. 
Employment,  Hours,  and  Earnings,  United  States,  1909-90,  Volume  1,  March 
1991,  and  preliminary  unpublished  data  for  1992. 

'  Real  production  wages,  measured  as  average  hourly  earnings,  peaked  in 
1978,  a  year  before  manufacturing  employment  peaked. 

'  U.S.  Department  of  Labor.  Bureau  of  Labor  Statistics.  Employment  and 
Earnings,  January  1984,  table  1,  p.  14.  and  January  1992,  table  20,  p.  183. 
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investment  in  Mexico.*  Whether  or  not  NAFTA  is  approved  by  Congress, 
investment  from  the  United  States  will  continue  to  create  jobs  in  Mexico  and  in 
other  parts  of  the  world.  This  assumes  continuing  political  stability  in  receiving 
countries. 

Some  observers  point  out  that  the  driving  force  for  investment  abroad  is 
primsu-ily  to  expand  local  markets,  and  only  secondarily  to  save  costs  in 
producing  goods  targeted  for  the  American  market.  This  perspective  is 
supported  by  the  fact  that  currently  70  percent  of  the  sales  of  U.S.-owned 
companies  in  Mexico  are  made  to  the  Mexican  market;  only  26  percent  are 
returned  to  the  U.S.  market.'  In  fact,  however,  shifting  U.S.  investment  may 
serve  both  objectives  most  efficiently. 


The  Relocation  of  Some  U.S.  Plants  to  Mexico 

With  or  without  NAFTA,  it  is  expected  that  there  will  continue  to  be  U.S. 
plant  relocations  to  Mexico.  Some  of  the  jobs  created  from  U.S.  investment  in 
Mexico  have  come  from  U.S.  plant  relocations  to  Mexico.  However,  no  Federal 
agency  collects  comprehensive  data  on  plant  relocations  (to  Mexico  or 
elsewhere).'"  The  Resource  Center,  a  privately-funded  nonprofit  organization 
in  Albuquerque  New  Mexico,  has  been  working  for  about  a  year  to  document 
some  U.S.  plant  relocations  to  Mexico  in  an  effort  to  provide  data  for  the 
current  debate  on  NAFTA." 

To  date,  the  Resource  Center  has  been  able  to  positively  identify  and 
document  198  plant  relocations  to  Mexico,  displacing  nearly  80,000  U.S.  workers 
(see  figure  1).  Based  on  preliminary  research  on  an  additionfd  list  of  possible 
plant  relocations,  the  Resource  Onter  estimates  that  these  198  plants  probably 
represent  one-third  to  one-half  of  all  U.S.  plants  which  have  relocated  to  Mexico. 


'  After  that,  the  sources  disagree  somewhat.  American  (Chamber  of 
Commerce  data  from  Mexican  sources  show  that  maquiladora  plants 
manufacturing  appare/  and  furniture  have  the  next  greatest  numbers  of  workers. 
U.S.  Department  of  Commerce  data  show  that  the  chemical  industry  supports 
the  next  greatest  number  of  jobs  from  U.S.  direct  investment  in  Mexico. 

'  U.S.  Department  of  (Commerce.  Bureau  of  Ek»nomic  Analysis.  U.S.  Direct 
Investment  Abroad,  Operations  of  U.S.  Parent  Companies  and  their  Foreign 
Affiliates.  1983.  For  further  information  see  U^.  Library  of  Congress. 
Congressional  Research  Service.  Mexican  Affiliates  of  U.S.  Parent  Companies 
by  M.  Angeles  Villarreal,  July  9,  1992.  (CRS  Report  No.  92-552E) 

'"  For  more  information  see:  US.  Ldbrary  of  (Congress.  (Congressional 
Research  Service.  Plant  Closings,  Mass  Layoffs,  and  Worker  Dislocations:  Data 
Issues,  by  Mary  Jane  Bolle,  March  29,  1993.  (CRS  Report  No.  93-355E) 

"  The  Resource  Onter  is  funded  by  the  John  D.  and  Catherine  T. 
MacArthur  Foundation  and  the  Norman  Foundation. 
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If  this  supposition  is  correct,  perhaps  as  many  aB  160,000  to  240,000  U.S.  jobs 
may  have  been  lost  from  plant  relocations  to  Mexico,  many  of  them  since 
1986."  Of  all  U.S.  plant  relocations  to  Mexico  identified  by  the  Resource 
Center,  most  of  them  have  occurred  in  the  industries  of  electronics  (25,000 
workers),  transportation  production  (20,000  workers),  and  apparel 
manufacturing  (17,000  workers). 

Most  of  the  plant  relocations  to  Mexico  identified  so  far  originate  from 
California,  New  England  and  down  the  Atlantic  seabotuxl,  or  the  East  North 
Central  region  of  the  United  States  (Illinois,  Ohio,  Wisconsin,  Indiana,  and 
Michigan).  These  relocations  represent  jobs  lost  directly  from  plant  relocations. 
No  estimates  are  available  on  jobs  lost  indirectly  from  plant  relocations  to 
Mexico. 

A  major  difliculty  in  tracking  plant  relocations  is  that  plant  retentions 
often  do  not  occur  as  a  plant  closing  in  the  United  States  and  a  simultaneous 
opening  in  another  location.  Plant  relocations  take  many  forms:  Often  a  plant 
in  the  United  States  will  slowly  lay  off  workers  over  a  period  of  years  in  the 
United  States  and  slowly  build  up  employment  over  a  period  of  years  in  another 
location.  Sometimes  a  plant  in  the  United  States  will  close,  and  after  a  waiting 
period  which  could  be  as  long  as  a  year  or  two,  a  related  plant  will  open  in 
another  location.  The  name  of  the  new  plant  is  not  always  identifiable  with  the 
parent  company.  In  Mexico,  an  additional  obfuscating  practice  is  that  'shelter 
operations'  apparently  can  shield  the  identity  of  the  parent  U.S.  compcmy  and 
make  a  U.S.-owned  maquiladora  appear  to  be  Mexican-owned."  ** 


The  Shifting  of  Jobs  from  Various  Countries  Around  the  World 
to  Mexico 

With  or  without  NAFTA,  manufacturing  jobs  supported  by  U.S.  direct 
foreign  investment  are  in  effect  'shifting'  from  many  other  areas  of  the  world 
to  Mexico,  especially  in  two  industries:  electronics  and  transportation 
equipment.  Since  1977,  more  manufacturing  jobs  from  VS.  direct  investment 


**  Before  1986  data  are  scarce,  in  part,  because  of  data  collection  problems. 

"  From  testimony  by  Tom  Fairfax,  former  shelter  operator,  at  hearings  held 
fay  the  Senate  Committee  on  Governmental  Affairs,  Subcommittee  on  Oversi^t 
of  Government  Management  on  ^ril  1, 1993. 

**  Some  macroeconomists  argue  that  there  is  no  clear  evidence  that  foreign 
investment  is  a  substitute  for  domestic  investment.  They  contend  that  the 
trade-off  may  not  be  in  emplosrment,  but  rather  in  capital. 
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FIGURE  1.   Some  U.S.  Plant  Relocations  to  Mexico 
198  U.S.  Sites 


Data  source:   The  Resource  Center,  Albuquerque,  New  Mexico. 
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have  been  created  in  Mexico  than  in  any  other  country  in  the  world  (see  figure 
2).'* 

Furthermore,  more  manufacturingjobs  from  U.S.  direct  foreign  investment 
have  been  created  in  Mexico  than  in  all  13  Asia/Pacific  countries  combined. 
(Another  way  of  looking  at  this  is  to  argue  that  Mexico  is  gaining  greater 
proportions  of  labor  intensive  jobs,  whereas  some  jobs  supported  by  U.S.  direct 
investment  in  other  countries  are  becoming  more  capital  intensive.) 

Between  1977  and  1990,  nearly  160,000  jobs  were  created  in  Mexico  from 
U.S.  direct  foreign  investment.  During  that  time,  Mexico's  proportion  of 
worldwide  jobs  supported  by  U.S.  direct  foreign  investment  doubled  from  5  to 
10  percent  (see  figure  3). 

With  or  without  NAFTA,  this  trend  in  U.S.  job  creation  in  Mexico  is 
expected  to  continue,  and  many  expect  it  will  expand  to  other  developing 
countries  in  the  Western  Hemisphere.  Both  the  total  number  of  jobs  created  in 
Mexico  by  U.S.  direct  investment  (about  330,000)  and  the  number  of  jobs 
estimated  as  lost  in  the  United  States  from  plant  relocations  to  Mexico  (up  to 
about  240,000)  are  under  half  a  million  ~  about  the  number  of  jobs  normally 
created  in  the  United  States  (on  average  between  1980  and  1990)  in  about  three 
months.  The  ]>er8pective  on  this  small  number  changes  somewhat,  however, 
when  one  realizes  that  the  majority  of  workers  in  jobs  created  in  Mexico  (about 
330,000,  as  mentioned)  and  jobs  documented  as  lost  to  plant  relocations  from  the 
United  States  (80,000)  represent  just  two  industries:  electronics  and 
transportation  (especially  auto)  manufacturing. 

It  should  be  emphasized,  however,  that  these  figures  on  U.S.  investment 
patterns  in  Mexico  in  the  absence  of  NAFTA  are  arguably  of  little  use  in 
predicting  future  investment  behavior  under  NAFTA. 


The  Creation  of  Jobs  from  U.S.  Exports  to  Mexico 

Ebcports  cu-e  becoming  an  increasingly  important  part  of  the  U.S.  economy. 
In  the  last  20  years,  the  value  of  exports  to  the  U.S.  economy  doubled.*^  By 


"  U.S.  Department  of  Commerce.  Economics  and  Statistics  Administration. 
Bureau  of  Economic  Analysis.  U.S.  Direct  Investment  Abroad.  Various  surveys 
report  data  for  1977,  1982,  1989,  and  preliminary  data  for  1990.  All  data 
reported  are  for  m^ority-owned  nonbank  foreign  affiliates  of  nonbank  VS. 
parents. 

'^  Between  1970  and  1990,  the  value  of  exports  increased  from  about  6.5  to 
11  percent  of  gross  domestic  product.  Data  are  taken  from  Economic  Report  of 
the  PresiderU,  1992,  p.  307  and  319. 
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FIGURE  2.  Worldwide  Manufacturing:   Emplojrment  Change 
from  U.S.  Investment,  1977-1990 
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Sourc«:  U.S.  Department  of  Commerce,  Bureau  of  E>x>nomic  Analysis  (BELA).  U.S.  Direct 
Investment  Abroad  Surveys  for  1977  and  1990.  M%)ority-owned  nonbank  afTUiatee  of  nonbank 
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1990  more  than  7  million  jobs  in  the  United  States  were  supported  by 
merchandise  exports.'^ 

U.S.  jobs  supported  by  exports  to  Mexico  constitute  but  a  small  percentage 
of  export-related  jobs.  Currently,  less  than  8  percent  of  all  U.S.  jobs  supported 
by  merchandise  exports  are  supported  by  exports  to  Mexico.'* 

It  should  be  emphasized  that  increasing  export  growth  is  no  panacea  for 
saving  manufacturing  wages.  Overall,  real  wages  for  production  workers  have 
declined  in  both  export  and  import  industries  (each  taken  as  a  group)  between 
1978  (when  real  wages  for  production  workers  in  manufacturing  were  at  their 
peak)  and  1991  (most  recent  data  at  the  industry  level).  Real  wages  have  fallen 
slightly  more  in  the  aggregate  group  of  manufacturing  industries  with  net  export 
growth  than  in  the  aggregate  group  of  industries  with  net  import  growth." 


A  Threat  to  U.S.  Jobs  from  Imports  ftrom  Mexico? 

Are  U.S.  jobs  being  threatened  by  imports  from  Mexico?  Nearly  one-fourth 
of  all  U.S.  jobs  providing  exports  to  Mexico,  provide  supplies  for  Mexican 


'^  This  number  (referring  to  full-time  equivalent  jobs)  is  up  from  5  million 
in  1983.  U.S.  Depeirtment  of  Commerce.  Economics  and  Statistics 
Administration.  Office  of  the  Chief  Economist.  U.S.  Jobs  Supported  by 
Merchandise  Exports,  April  1992. 

••  In  1990,  538,000  U.S.  jobs  were  supported  by  exports  to  Mexico.  U.S. 
Jobs  Supported  by  Merchandise  Exports  to  Mexico,  op.  cit.  (Supplement  to  the 
report  mentioned  above.)  This  number  represents  approximately  two  jobs 
indirectly  supporting  exports  for  every  job  directly  supporting  exports.  In  1990, 
each  billion  dollars  worth  of  goods  and  services  exported  to  Mexico  supported  an 
estimated  total  of  19,600  jobs  in  the  United  States. 

"  Real  wages  have  declined  15  percent  in  manufacturing  industries  with  net 
export  growth  and  12  percent  in  industries  with  net  import  growth.  In  making 
the  calculations,  two^git  manufacturing  industries  were  sorted  into  two 
categories:  those  with  net  growth  in  the  constant-dollar  value  of  imports  over 
the  period  1978-1991  and  those  with  net  growth  in  the  constant-dollar  value  of 
exports,  using  Department  of  Commerce  data  on  the  value  of  exports  and 
implicit  price  deflators  for  the  value  of  exports  and  imports  from  Eiconomic 
Report  of  the  President,  January,  1993,  p.  353.  Real  wages  for  production 
workers  within  each  industry  over  the  13-year  period  were  calculated  using 
Department  of  Labor,  Bureau  of  Labor  Statistics  employment  and  wage  data  for 
production  workers  from  Employment,  Hours,  and  Earnings,  United  States, 
1909-90,  Volume  1,  op.  cit.,  and  its  update.  Nominal  wages  for  1978  were 
deflated  by  the  consumer  price  index  for  migor  expenditure  classes  for  all  urban 
consumers,  in  the  Economic  Report  of  the  President,  January  1993,  p.  411. 
Resulting  figures  were  then  wei^ted  by  employment  for  each  industry. 
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maquiladora  plant£.^  Maquiladora  products  tend  to  come  back  to  the  United 
States  as  imported  products.  There  are  two  ways  of  viewing  this  phenomenon. 
One  is  to  see  maquiladora  imports  as  competing  with  U.S.  goods;  the  other  is  to 
see  maquiladora  imports  into  the  United  States  as  supporting  U.S.  jobs  which 
produce  for  export  their  component  parts. 

Between  1979  and  1990,  more  than  a  million  U.S.  workers  received  Trade 
Adjustment  Assistance  benefits.  These  workers  were  certified  as  displaced 
because  imports  contributed  importantly  to  their  job  dislocations;  there  is  no 
indication  of  how  many  were  dislocated  from  their  jobs  because  imports  from 
Mexico  contributed  importantly.  In  addition,  there  are  no  estimates  on  how 
many  U.S.  workers  were  dislocated  from  their  jobs  because  imports  from  Mexico 
contributed  aomewhatP 


HOW  MIGHT  THESE  TRENDS  BE  FURTHER  AFFECTED  BY  NAFTA? 

NAFTA  may  be  the  focus  of  considerable  fear  because  of  its  unknown 
potential  to  stimulate  further  declines  in  manufacturing  employment,  further 
declines  in  reed  manufacturing  wages,  and  further  plant  relocations  to  Mexico. 
Nevertheless,  statistics  show  that  trade  with  Mexico  so  far,  actually  may  have 
played  only  a  amcdl  part  in  a  large  and  continuing  downward  wage  and 
employment  trend  in  U.S.  manufacturing. 

On  the  other  hand,  a  recent  Roper  poll  in  the  Wall  Street  Journal  reports 
that  40  percent  of  U.S.  manufacturers  have  indicated  they  are  inclined  to  move 
some  manufacturing  to  Mexico  in  the  next  few  years.^  The  extent  to  which 
employers  will  relocate  their  manufacturing  operations  to  Mexico  may  be  the 
most  important  factor  and  the  big  unknown  in  trying  to  estimate  the 
employment  and  wage  effects  of  NAFTA. 

The  outside  estimate  for  the  number  of  U.S.  jobs  potentially  threatened  by 
NAFTA  is  included  in  a  study  released  by  the  Manufacturing  Policy  Project, 
directed  by  trade  consultant  Pat  Choate.  The  report,  entitled  Jobs  at  Risk: 
Vulnerable  U.S.  Industries  and  Jobs  Under  NAFTA,  estimates  that  almost  a 
third  of  all  manufacturing  jobs  -  5.8  million  -  may  be  vulnerable  to  dislocation 
from  either  investment  shifts  (relocation  to  Mexico)  or  trade  competition  (low- 
wage  competition  from  Mexico-based  facilities).^ 


^  U.S.  Jobs  Supported  by  U.S.  Merchan^ae  E^^rts  to  Mexico.,  op.  cit,  p.  6. 

*'  U.S.  Department  of  Labor,  Office  of  Trade  A4ju8tment. 

^  Anders,  George.  Heading  South.  U.S.  Companies  Plan  M^jor  Moves  into 
Mexico.  The  Wall  Street  Journal,  Sept.  24,  1992.  Special  Report,  p.  R-1. 

'^  In  aiming  to  count  \JJS.  companies  which  are  sxisceptible  to  relocation  to, 
or  trade  competition  from  Mexico,  the  study  targets  U.S.  businesses  with  the 
same  labor  content  (20  percent  or  more)  as  did  the  now-defunct  (continued) 


330 


CRS-16 


The  wave  of  recent  investment  in  Mexico  which  was  characterized  by  new 
U.S.  manufacturing  aaaembly  plant  investment  and  by  plant  relocations  to 
Mexico  as  part  of  the  maquiladora  program,  may  be  considered  the  first  wave  of 
U.S.  investment  in  Mexico.  New  investment  and  relocation  waves  representing 
other  types  of  industries,  such  as  manufacturing  supplier  industries,  agricultural 
operations,  and  certain  services  production  facilities  might  follow. 

Strategic  investment  decisions  made  by  each  employer  will  determine  the 
extent  to  which  manufacturing  jobs  go  to  Mexico.  Those  who  argue  that  the 
investment  effects  of  NAFTA  will  benefit  U.S.  jobs  and  wages  and  create 
employment  and  wage  opportunities,  point  out  that  the  U.S.  labor  force  is  aging, 
with  the  leading  edge  of  the  "baby  boom'  now  nearing  50.  Opening  up  trade 
gates  further  could  encourage  a  shifting  of  low-wage  labor  intensive  operations 
to  Mexico,  thus  economizing  on  potentially  scarce  labor  in  the  United  States. 
Americans  would  thereby  be  free  to  specialize  more  in  high-wage,  high-tech  jobs 
at  increasingly  automated  production  facilities. 

Among  those  who  argue  that  the  potential  investment  effects  of  NAFTA 
constitute  a  detriment  to  U.S.  workers,  some  view  Mexico's  labor  force  (about 
25  percent  the  size  of  the  U.S.  labor  force  and  growing  at  about  3  percent  per 
year)^  as  a  potential  threat  ready  to  assume  U^.  jobs  transferred  to  Mexico. 
They  argue  that  Mexico's  large  unemployed  population  (up  to  20  percent  in 
rural  areas)  may  amount  to  a  ready  army  of  workers  willing  to  work  for  wages 
that  average  about  one-seventh  the  level  of  U.S.  wages  in  comparable  factories. 
Productivity  levels  in  Mexican  maquiladora  plants,  which  reportedly 
approximate  productivity  levels  in  comparable  plants  in  the  United  States,  could 
further  encourage  plant  relocation.  Some  of  the  United  States'  higheat-w&ge 
jobs,  in  the  auto  manufacturing  sector,  are  going  to  Mexico,  some  observers 
argue.  Once  that  happens,  the  United  States  simply  does  not  have  a  lot  oi  other 
high-wage  manufacturing  jobs  for  these  displaced  workers  to  assume,  such 
observers  point  out.^ 


"  (continued)  AmeriMex  fund.  The  controversial  AmeriMex  limited 
partnership  was  created  by  a  New  York  investor  and  the  treasury  secretary  of 
the  Mexican  state  of  Yucatan  for  the  purpose  of  buying  established  U.S. 
companies  cmd  moving  a  portion  or  all  of  the  manufacturing  operations  to 
Mexico  "to  take  advantage  of  savings  in  labor  costs.  (The  AmeriMex  fund  also 
had  two  other  criteria  for  selecting  companies.  They  had  to  have  moderate  to 
good  growth,  and  low  to  mid-technology.)  The  Choate  study  is  essentially  a 
count  of  businesses  listed  in  the  Census  Bureau's  Annual  Survey  of 
Manufactures  for  which  total  payroll  ( i.e.,  labor  costs)  constituted  20  percent 
or  more  of  the  total  value  of  shipments. 

**  International  Labour  Organization.  Yearbook  of  Labor  Statistics,  1982 
and  1993. 

"  Dislocated  manufacturing  workers  in  the  auto  sector  who  lost  jobs 
between  January  1985  and  January  1990,  who  were  able  to  find  new 
employment,  took  an  average  29  percent  hourly  wage  cut.  Source:  Unpublished 
data  from  the  Department  of  Labor,  Bureau  of  Labor  Statistics  Displaced 
Worker  Survey. 
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Which  side  ie  right  -  those  who  view  NAFTA  as  an  opportunity  or  those 
who  view  it  as  a  threat?  Arguably,  both  are.  The  important  questions  are: 
Over  how  long  a  period  of  time  will  U.S.  plants  be  relocating  to  Mexico?  Will 
dislocated  manufacturing  workers  be  able  to  shift  into  comparable  or  higher 
paying  jobs?  If  so,  how  long  will  this  transition  take?  Will  it  happen  in  the 
working  lifetime  of  those  recently  dislocated?  It  is  important  to  realize  that 
NAFTA  might  merely  accelerate  a  long-run  trend  toward  fewer  manufacturing 
jobs  which  began  in  1980.  However,  even  without  NAFTA,  the  United  States 
still  would  lose  manufacturing  jobs  -  if  not  to  Mexico,  then  to  somewhere  else. 


WHAT  POUCIES  ARE  NEEDED? 

Economic  theory  teaches  that  in  the  long  run  free  trade  tends  to  benefit 
economies  as  a  whole.  In  addition,  macroeconomists  tend  to  agree  that  in  the 
long  run,  as  a  result  of  free  trade,  winners  tend  to  win  more  than  losers  lose. 
However,  in  the  transition,  there  can  be  very  real  losses.  With  the 
implementation  of  NAFTA,  more  businesses  would  be  expected  to  move  to 
Mexico,  both  to  gain  access  to  local  markets  and  to  take  advantage  of  Mexico's 
lower  wages  and  less  stringent  enforcement  of  labor  and  environmental 
regulations,  to  the  extent  that  these  continue. 

However,  NAFTA  as  a  cause  of  plant  relocation  is  only  one  part  of  a  larger 
problem.  Dislocation  generally  from  manufacturing  jobs  has  been  a  fact  of  life 
in  the  United  States  for  more  than  a  decade.  Linking  together  data  from  five 
separate  Department  of  Labor  Displaced  Worker  survejrs  shows  that  oversdl, 
between  1978  and  1992,  a  U.S.  manufacturing  worker  had  a  49  percent  chance 
of  being  dislocated  from  his  or  her  job  because  of  plant  relocation,  abolition  of 
position  or  shift,  or  slack  work.^ 

Among  those  workers  who  have  been  dislocated  from  their  jobs  at  any  time 
during  the  five-year  periods  covered  by  the  various  Displaced  Worker  surveys, 
between  62  and  70  percent  had  found  reemployment  by  the  end  of  that  five  year 
period.^^  Among  those  who  had  not  found  reemployment,  some  had  retired, 
and  some  dropped  out  of  the  labor  market. 

Apparel  and  auto  manufacturing  are  two  industries  affected  by  plant 
relocations  to  Mexico  whose  workers  encountered  the  most  difficulty  in  finding 


^  This  calculation  was  made  from  unpublished  data  from  five  consecutive 
Labor  Department  surveys,  each  covering  overlapping  5-year  periods,  for  a  total 
of  25  years.  The  five  survejrs  were  linked  (added)  together  to  cover  the  13-year 
period  January  1978-92  and  represent  the  sum  of:  13/26  or  .52  x  the  total 
number  of  workers  reporting  displacement  in  each  survey. 

^  When  the  five  years  includes  a  recession,  the  average  has  been  62-63 
percent  of  all  workers  gaining  reemployment  within  the  five  year  period.  When 
the  five  yean  does  not  include  a  recession,  the  average  has  been  about  70 
percent  that  gain  reemployment  within  the  five  year  period. 
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new  jobs  or  jobs  at  comptu-able  wages.  Apparel  industry  workers  who  were 
dislocated  for  any  cause  between  1985  and  1990  (before  the  most  recent 
recession  began)  had  a  lower  than  average  percent  of  reemplo3rment  by  1990  (61 
percent  as  compared  with  a  73  percent  average).  Among  displaced  auto  industry 
workers,  the  62  percent  who  found  reemployment  tended  to  suffer  a  substfuitial 
loss  in  pay,  with  new  wages  averaging  only  72  percent  of  their  old  wages. 

The  unknowns  with  NAFTA  leave  a  lot  of  questions  unanswered.  Among 
dislocated  workers  in  the  United  States,  since  1977,  approximately  10  percent 
have  been  over  55  and  25  percent  have  been  over  45."  The  leading  edge  of  the 
baby  boom  generation,  now  in  their  late  40s,  is  entering  a  time  when 
reemployment  at  previous  wage  levels  may  be  difficult  if  their  jobs  move  to 
Mexico.  This  group  is  also  entering  a  time  when  skills  investment  may  be  hard 
to  come  by,  since  re-education  and  re-training  might  focus  more  intensely  on 
younger  workers. 

Certainly,  this  suggests  that  more  examination  is  needed  of  ways  to  deal 
with  any  NAFTA-related  dislocation.  One  challenge  is  how  to  re-educate  and 
assimilate  displaced  older  workers.  Another  challenge  which  addresses  and  also 
goes  beyond  NAFTA  is  how  to  educate  younger  workers  so  that  they  can 
compete  in  what  many  see  as  the  new  world  economy  characterized  by  swelling 
proportions  of  contingent  or  temporary  jobs,  and  'virtual  corporations'  which 
are  able  to  quickly  change  the  size,  shape,  and  location  of  their  workforces  in 
response  to  changing  product  demands. 


CONCLUSIONS 

According  to  more  than  20  models  and  studies,  the  aggregate  employment 
effects  of  NAFTA  (primarily  the  trade  effects,  from  changes  in  exports  and 
imports)  are  expected  to  be  minimal.  The  total  U.S.  job  gain  or  job  loss  over  10 
years  or  the  total  implementation  period  for  NAFTA  is  expected  to  be  smaller 
than  the  number  of  jobs  created  normally  in  the  United  States  in  a  single  year 
(using  1980-1990  as  an  average). 

Few  studies  estimate  the  potential  effect  of  NAFTA  on  real  wages.  Those 
that  do,  estimate  that  while  real  wages  could  rise  for  certain  groups  of  hi£^y 
skilled  workers,  they  could  fall  for  unskilled  workers. 

In  the  absence  of  NAFTA,  but  in  the  presence  of  increases  in  international 
competition  since  the  late  1970s,  certain  trends  have  been  ongoing.  With  or 
without  NAFTA,  these  trends  are  expected  to  continue: 

•      U.S.  manufacturing  employment  and  wage  levels  have  declined.  For 
manufacturing  production  workers,  real  wages  have  declined  10 


Displaced  Worker  survey,  unpublished  data,  op.  at. 
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percent  and  employment  has  declined  18  percent  since  their  peaks  in 
1978-79. 

•  The  United  States  is  creating  manufacturing  jobs  in  Mexico  from  U.S. 
direct  investment  there.  So  far,  it  has  created  330,000  such  jobs. 
Since  1977,  the  United  States  has  created  more  manufacturing  jobs  in 
Mexico  than  in  any  other  country  in  the  world.  In  fact,  it  has  created 
more  manufacturing  jobs  in  Mexico  than  in  all  13  Asia/Pacific 
countries  combined.  By  comparison,  world-wide,  manufacturing  jobs 
from  U.S.  direct  investment  have  declined  20  percent  between  1977 
and  1990.  However,  data  are  not  yet  available  to  reflect  any 
investment  surge  that  might  have  occurred  in  Europe  in  the  early 
1990s. 

•  The  United  States  has  relocated  plants  to  Mexico.  The  Resource 
Center  in  Albuquerque,  New  Mexico  estimates  that  as  many  as  240,000 
workers  (only  80,000  of  them  actually  documented)  may  have  been 
displaced  directly  from  plant  relocations  to  Mexico. 

•  The  number  of  jobs  producing  exports  to  Mexico  is  small  but  growing, 
having  doubled  between  1983  and  1990  to  638,000.  This  represents 
about  7.5  percent  of  all  U.S.  jobs  directly  or  indirectly  involved  in 
producing  goods  and  services  for  export  (which  altogether  constitute 
about  7  percent  of  the  employed  population). 

With  or  without  NAFTA,  these  trends  are  expected  to  continue.  NAFTA 
could  accelerate  U.S.  investment  in  and  plant  relocation  to  Mexico.  It  could  also 
stimulate  plant  creation  and  expansion  in  the  United  States,  especially  in 
supplier  and  high-tech  industries.  Because  of  potential  adjustment  problems 
among  displaced  workers,  of  greatest  concern  to  some  policymakers  tends  to  be 
the  potential  for  dislocation  from  NAFTA. 

The  extent  to  which  businesses  could  relocate  in  Mexico  is  the  big  unknown 
with  NAFTA.  A  Roper  poll  reported  in  the  Wall  Street  Journal  found  that  40 
percent  of  employers  polled  were  inclined  to  move  some  manufacturing  to 
Mexico  in  the  next  few  years.  As  an  outside  flgure,  a  study  released  by  trade 
consultant  Pat  Choate  estimates  that  as  many  as  5.8  million  U.S.  manufacturing 
jobs,  (almost  a  third  of  all  manufacturing  jobs)  could  be  at  risk  from  plant 
relocations  to,  or  import  competition  from,  Mexico. 

In  the  long  run  NAFTA  is  expected  to  beneflt  all  three  trading  partners  in 
North  America.  However,  during  the  transition  from  the  near  future  to  the  long 
run,  many  adjustments  and  transitions  may  occur.  It  is  the  unknown  extent  of 
this  potential  that  has  many  observers  concerned. 
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UNITED  STATES  DEPARTMENT  OF  COMMERCE 
Bureau  of  the  Census 

Washington.  DC   20233-0001 
OFFICE  OF  THE  DIRECTOR 


MAY  5  1993 

The  Honorable  Carl  Levin  ^AY  1  ft  ''^ 

United  States  Senate 
Washington,  DC  20510-2202 

Dear  Senator  Levin: 

As  you  requested  during  my  testimony  April  28,  I  am  enclosing 

articles  from  the  March  and  July  1962  issues  of  the 

Monthly  Labor  Review  summarizing  studies  done  by  the  Bureau  of 

Labor  Statistics  (BLS)  of  the  impact  of  foreign  trade  on  domestic 

employment. 

The  July  1962  article  (on  page  772)  estimates  that  one  million 
workers  would  have  been  required  in  1960  to  produce  in  the  United 
States  the  equivalent  of  finished  manufactures  and  other  imported 
products  considered  competitive  with  domestically  produced  goods. 
The  article  cautions  that  the  hypothetical  figure  of  one  million 
does  not  represent  jobs  lost  by  American  workers  as  a  result  of 
imports  in  1960. 

In  the  late  1960 's,  BLS  discontinued  developing  employment 
estimates  related  to  exports  and  imports  primarily  due  to 
technical  difficulties  with  respect  to  the  import  employment 
estimates.   One  of  the  difficulties  involved  the  substitutability 
of  an  imported  for  a  domestic  product,  another  involved  lack  of 
data  on  employment  associated  with  producing  the  specific 
products  of  an  industry  as  opposed  to  the  existing  data  which 
relates  employment  in  an  industry  to  all  of  the  goods  or  services 
produced  by  that  industry.   The  Census  Bureau  continues  to 
estimate  employment  related  to  U.  S.  exports;  the  latest  data  are 
for  1989. 


I 


For  further  information  on  the  BLS  studies,  you  may  contact 

Ronald  E.  Kutscher,  Associate  Commissioner  of  the  Bureau  of  t 

Labor  Statistics  on  (202)  606-5700.   For  information  on  the  ■ 

current  Census  program,  please  contact  John  Govoni,  Acting  Chief,  * 

Industry  Division  on  (301)  763-7666. 

Sincerely^ 


CHARLES  A.  WAITE 
Associate  Director 
Bureau  of  the  Census 

Enclosures 
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Employment  in  Relation  to 
U.S.  Imports,  1960 

Editok's  Note. — This  arlieU  is  the  second  of  a 
series  based  on  a  continuing  study  of  the 
impact  of  foreign  trade  on  domestic  employment 
by  the  Bureau  of  Labor  Staiisties.  It  sum- 
marizes a  report  of  the  same  title  which  icas 
issued  in  April  1962.  The  previous  article, 
on  domestic  employment  attributable  to  U.S. 
exports  in  1960,  appeared  in  the  March  1962 
issue  of  the  Review. 

Activities  connected  with  U.S.  imports  of  $15 
billion  in  1960  produced  an  estimated  941,000 
jobs  in  this  country,  the  Bureau  of  Labor  Statistics 
found  in  a  recent  study.  These  jobs,  together 
with  the  3.1  million  that  were  estimated  in  an 
earlier  study'  to  result  from  U.S.  exports,  yield 
a  total  of  approximately  4  million  jobs  in  activities 
attributable  to  U.S.  foreign  trade  in  1960. 
Thus,  the  Nation's  foreign  commerce  accounted 
for  more  than  7K  percent  of  its  private  employ- 
ment in  that  year. 

The  estimate  of  941,000  import-related  jobs 
is  an  approximation  of  the  number  of  people 
employed  in  transporting,  distributing,  and  proc- 
essing imports.  A  second  estimate — given  later 
in  this  article — attempts  to  answer  the  hypo- 
thetical question,  "How  many  U.S.  jobs  would  be 
required  to  produce  in  the  United  States  those 
imports  which  are  considered  competitive  with 
American  goods?" 

Developing  both  estimates  presented  difficult 
problems  of  concept  and  measurement  because 
of  the  dual  nature  of  the  impact  of  imports  on 
the  U.S.  economy.  Imports  range  from  those 
products  either  not  produced  at  all  in  the  United 
States  or  produced  in  quantity  insufficient  to 
satisfy  the  country's  economic  needs  to  those 
which  might  be  considered  directly  competitive 
with  U.S.  products  of  the  same'categories. 

In  this  study,  the  classification  of  imports  is 
that  developed  by  the  U.S.  Department  of  Com- 
merce, Bureau  of  International  Programs,  which 
separates  imports  into  two  categories,  "supports 
ing"  and  "competitive."  Supporting  imports 
are  defined    as   those   raw   materials  and  semi- 


manufactured products  which  furnish  more  than 
75  percent,  or  less  than  5  percent,  of  the  total 
U.S.  supply,  and  those  which  do  not  meet  these 
percentage  criteria  but  which  have  been  judged 
essential  to  U.S.  industry.  Supporting  imports 
account  for  about  three-fifths  of  the  foreign  port 
value  of  imports.  Competitive  imports  are  all 
finished  manufactures  and  all  other  products 
which  do  not  satisfy  the  criteria  established  for 
supporting  imports  and  thus  are  considered  com- 
petitive with  domestically  produced  goods. 

The  competitive  classification  of  all  finished 
manufactures  includes  some  products  that  may 
not  be  competitive;  for  example,  some  of  the 
finer  linens,  the  unique  types  of  sports  carS;  and 
goods  made  abroad  under  exclusive  foreign 
patents  fall  within  this  group.  On  the  other 
hand,  some  raw  materials  and  semimanufactured 
commodities  that  compete  with  American  prod- 
ucts are  included  in  the  supporting  imports 
category  because  they  minimize  American  pro- 
ducers' material  costs  and  thus  promote  domestic 
economic  efficiency  and  growth.  Examples  are 
petroleum,  iron  ore,  and  softwood  lumber.  The 
lack  of  uniformly  accepted,  clear-cut  criteria  for 
characterizing  imports  should,  therefore,  be  kept 
in  mind  in  interpreting  these  estimates. 

Employment  Attributable  to  Imports 

In  1960,  an  estimated  941,000  workers  were 
supported  by  activities  connected  with  all  U.S. 
imports,  which  were  valued  at  $15  billion.  (See 
table  1.)  By  far  the  largest  group — some 
619,000 — worked  in  establishments  that  were 
engaged  in  processing  imported  raw  materials  and 
semimanufactures.  This  figure  is  limited  to 
direct  employment  in  the  first^tage  processing 
of  such  imports.  The  remainder  were  employed 
in  transporting,  handling,  and  distributing  imports 
from  foreign  ports  through  U.S.  ports  to  domestic 
factories  that  process  imported  raw  materials 
and  to  wholesalers  that  import  and  distribute 
finished  manufactures;  furnishing  fuel  and  supplies 
to  the  trade  and  transportation  sectors;  and  re- 
placing plant  and  equipment  used  up  in  all  stages 
of  handling  imports. 

>  Dnume  Brnftctmnl  XnrUuatb  U  V.8.  BcjMtti.  /WO  (Juout  IMS 
formmmarr.  aee  Montklg  Labor  R^itie,  Much  1962,  pp.  sn-VK 


340 


772 


MONTHLY  LABOR  REVIEW.  JULT  1962 


Table  1.  Estimated  Employment  in  the  United  States 
Attbibhtable  to  Imfobts,  1960 


TotaJ 

Transportation  to  and  unloading  at  U.S.  port  of  entry  < 

Car^  Uuurance  * 

Domestic  transportation* 

Wholesale  trade  • 

SupplTioK  Industries' 

Flrst-slajfe  prooesslnK  of " supportlnic"  imports* 

Beplacement  of  plant  and  equipment  consumed  ' 


Employment 
(thousands) 


941.2 


2«.3 
3  0 
67. « 

g8.2 
eat 
ei8.7 

67.2 


I  Transporting  Imports  on,  and  unioadlns  tbem  from,  U.S.  planes,  trains, 
and  flae-flylnjt  ships. 
'  Insurance  of  Imports  by  U.S.  Insurers. 

*  Transportation  from  port  of  entry  to  processing  factory  or  to  distributing 
wholesaler. 

«  Distribution  of  both  supporting  and  competitive  Imports. 

*  Furnishing  fuel  and  supplies  to  U.S.  Industries  engaged  In  the  transporta. 
tlon.  Insurance,  and  dlstrlbutloD  of  Imports. 

*  Raw  materials  and  semimanufactured  products,  as  classified  by  the  U.S. 
Department  of  Commerce,  Bureau  of  International  Programs;  see  test 
for  deHnl tlon. 

'  Employment  required  to  replace  plant  and  equipment  used  up  In  the 
coin^  of  U.S.  transportation.  Insurance,  and  distribution  of  all  imports  anti 
in  flrst.8tage  prt>cesslng  of  supporting  Imports. 

U.S.  Jobs  and  CompetidTe  Imports 

In  estimating  the  number  of  jobs  required  to 
produce  in  the  United  States  tbose  imported  goods 
considered  competitive  with  domestic  goods,  the 
BLS  used  the  competitive  import  classification  of 
the  U.S.  Department  of  Commerce.  The  value 
of  such  imports  in  1960  was  approximately  $6.8 
billion,  landed  at  U,S,  ports. 

To  produce,  in  tbe  United  States,  the  equivalent 
of  these  finished  manufactures  and  other  imported 
products  considered  competitive  with  domestically 
produced  goods  would  require,  the  BLS  estimated, 
about  1  million  workers  (table  2).  This  estimate 
includes  direct  employment  of  about  440,000,  of 
which  three-fourths  would  be  in  manufacturing 
estabhshments.  Indirect  employment  of  some 
475,000  would  be  required  for  the  production  and 
transportation  of  raw  materials,  component  parts, 
and  supplies  to  the  producing  plant.  Nearly 
75,000  jobs  would  be  attributable  to  the  replace- 
ment of  plant  and  equipment  used  up  in  the  pre- 
ceding stages.  In  addition,  about  80,000  workers 
would  be  required  to  transport  and  distribute  the 
products  from  the  factory  to  wholesalers  and 
retailers. 

The  figures  in  this  portion  of  the  study  should  be 
interpreted  cautiously  and  with  due  regard  to 
certain  qualifications.  Tbe  most  important  of 
these  is  that  the  hypothetical  employment  figure  of 
1  million  does  not  represent  jobs  lost  by  American 


workers  as  a  result  of  imports  in  1960.  Many 
of  these  jobs  have  never  existed  in  the  United 
States  because  some  of  the  products  have  tradi- 
tionally been  imported  in  response  to  American 
consumer  preferences  based  on  price,  quality, 
or  style. 

Nor  can  this  figure  be  viewed  in  any  sense  as 
additional  employment  that  would  be  created  by 
producing  the  $6.8  biUion  of  competitive  imports 
in  the  United  States,  If  these  imports  were  elimi- 
nated, there  would  be  a  loss  of  U.S,  employment 
in  the  transportation  and  associated  activities 
involved  in  bringing  these  goods  to  the  United 


Table  2.  Hypothetical  Employment  Requihed  To 
Pboduce  and  Mabket  in  the  United  States  Impoets 
of  All  Finished  Manutactures  and  Otheb  Products 
Considered  Competitive  With  Domestic  Pbodtjcts  ' 


Industry  group 

Employment  (tbousands) 

Direct* 

Indirect* 

Total 

TotaL 

J02.2 

S70.7 

1.072,0 

tX.i 

U0.4 

Farm 

Mining 

87.1 

4.0 

332.1 

12.7 

i.e 

37.0 

13.6 
2.7 
3.8 
2.1 

12.4 
12 

12.8 
13.  S 
23.3 
18.8 
12.8 
22.8 

23.8 
2S.0 

14.3 

20.8 

103.9 
19. 3 
2M.6 
7  8 
.8 
26.6 
8.8 

12.8 
14 
US 
11  5 
27.9 
2.4 

7.2 
4.1 
10.4 
»2 
18.4 
17.8 

12.5 
11.7 

5.1 

82 
28.2 
31.3 
39.4 

73.7 

20.3 

191,0 

Apparel  and  other  flnlsbed  products 

Lumber  and  wood  products,  except  foml- 

45.8 

Printing,  publishing,  and  allied  Indnstrtes. 

13  8 

Petroleum  refining  and  related  Industries.. 
Rubber  and  miscellaneous  plastics  prod- 

3  8 
20  0 

17  4 

33  7 

69  0 

31  2 

40  1 

Eleetrlcalmachlnery,  equipment,  and  aup- 

Transportation  equipment 

36  7 

Professiooal,  sdentldc  and  controlling  in- 

MlsceUaneous    manufactnrlng    and  ord- 

Trade 

All  ot&er  *  ..  . 

K.S 

Replacement  of  pbnt  and  equipment  oon- 
mmed 

73-7 

Transportation  and   distribution    of  Imports 

62.7 

83.0 

Trade 

413 
20.2 

42.8 

Tmn«fw>rri»tlon 

20  2 

Allotber  * 

20.3 

20  3 

>  CompetlUTA  Imporu  u  defined  by  th«  U.S.  Department  of  Commerce, 
Bureau  of  iDtemaUonsl  Programs;  see  text  for  erpUnfttloo. 

'Employment  which  would  be  required  to  produce,  truuport,  and  dl> 
tribute  goods  Id  tbe  form  to  wblcb  Imported. 

'  Employmeut  In  tbe  Industries  whicb  produce,  transport,  and  distrlbata 
tbe  raw  maierlab,  parta  and  oomponeots.  etc,  wblcb  would  be  used  to  makfl 
Ibe  prodaots  Imported. 

*  Lasuraaoe.  (onstry,  flsboies,  and  agricultural  aerrloes. 

*  EstlmAtM  u  tn  acgr«t>t«  and  not  distributed  amoof  leparate  Industries, 
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States.  More  significant  quantitatively,  the  loss 
of  income  by  foreign  nations  would  curtail  U.S. 
exports,  with  resulting  declines  in  domestic  em- 
ployment.' Also,  part  of  the  employment  esti- 
mated to  be  required  to  produce  competitive 
imports  already  e.xists  in  the  United  States,  en- 
gaged in  producing  raw  material  exports  which 
are  embodied  in  imported  manufactured  products. 
For  example,  imported  cotton  textiles  are  made  in 
part  from  cotton  exported  from  the  United  States. 


1  Id  19e0.  tbe  Talua  ot  Uxm  Imports  represented  aboat  one-third  tlie  tbIoo 
of  U.S.  manrhanrHie  exports,  Indadlng  matu&l  secorltF  mnitarr  and  eco- 
nomlo  aid. 


In  this  case,  replacement  of  the  import  by  U.S. 
production  would  not  create  additional  farm  em- 
ployment. Tbe  same  situation  may  exist  to  a 
lesser  extent  in  the  case  of  other  commodities. 
Finally,  the  hypothetical  employment  of  80,000 
workers  that  would  be  involved  in  transportation 
and  distribution  from  the  factory  if  the  competitive 
imports  were  produced  in  the  United  States  does 
not  represent  additional  employment  because  these 
jobs  currently  exist  in  the  transportation  and 
distribution  of  actual  imports. 

— Eva  E.  Jacobs  and  Ronald  E.  Kutscheb 
Office  of  Economic  Growth  Studies 


...  If  American  capital  which  is  being  attracted  out  of  the  country  can 
produce  goods  cheaper  abroad  than  similar  goods  in  America,  to  that  extent 
production  will  be  cut  down  in  America.  Instead  of  doing  the  producing  in 
this  country  with  immigrant  labor,  which  has  been  excluded,  production  will 
take  place  at  the  source  of  supply  of  labor.  As  this  newer  competition  with 
American  goods  takes  place,  it  takes  no  wild  imagination  to  foresee  the  pos- 
sibilities of  American  capital  in  Japan  with  the  use  of  cheap  labor  producing 
cotton  goods  so  cheaply  as  to  drive  out  of  business  home  capital  in  America 
invested  in  the  cotton  mills  in  this  country,  or  at  least  making  inevitable  the 
same  demand  for  lowered  standards  from  southern  mills  as  now  emanates 
from  the  northern  textile  mills.  It  would  look  as  if  it  were  high  time  for  some 
one  to  step  in  to  defend  competitors  from  the  destructive  effects  of  their  own 
efforts. 

— Leifur  Magnussoc,  "International  Competition  in  Labor  Conditions  and  the  Main- 
tenance of  Labor  Standards,"  Monthly  Labor  Reviexr,  August  1927,  p.  27. 
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Table  4.  Ratio  or  Health,  iNstmANCK,  and  Pension 
Plan  Coverage  to  Collective  Babgainino  Agbee- 
UKNT  Coverage  of  National  and  Intebnational 
Unionb,  1960  AND  1954  > 


i«eo 

ISM 

Percent  of  «U  worker*  repre- 
stuttA  wbo  are  coTercd  by 

pl»r>it 

Percent 

of 
anions 

Pueentot 
all  workera 
eoveradby 

colleca»e 
barsmlnlnK 
agreements 

Percent 

of 
onions 

Percent  of 

covered  by 
collective 
bar^Blnlng 
agreemflnu 

Heutb  akd  ImumAHCX 

PLUfS 

100.0 

loao 

loao 

100.0 

01.2 
15.  J 
0.7 
S.0 
13.  > 

loao 

o«.t 

30.3 
7  1 
3.4 
S.0 

100.0 

3&t 
&« 

17.3 
&4 

39.8 

loao 

42.3 

0.6 

26.8 

11.8 

lao 

PENSION  Puns 

loao 

ao.a 

U.3 
117 

11.1 

J6.7 

7.  J 
13.7 

14.8 
7.8 
8.« 

13.4 

69  3 

170 

31  3 

6.3 

10.1 

46.0 

1  Beaed  on  date  fbr  165  onions  In  1060  and  17V  In  1&64.    Also  see  footnotes 
1  and  2,  able  1. 
Note;  Becsose  of  roondlng,  snnu  of  IndlTldnal  Items  may  not  eqnal  totals. 

tracts  providing  health  and  insurance  benefits  for 
80  percent  or  more  of  the  workers  they  represented 
as  compared  with  less  than  two-fifths  in  1954 
(table  4).  Only  6  percent  of  all  workers  under 
collective  bargaining  agreements  in  1960,  as  com- 
pared to  22  percent  in  1954,  were  represented  by 
unions  with  contracts  providing  benefits  for  less 
than  40  percent  of  the  workers.  Although  most 
unions  with  low  coverage  in  1960  were  small,  a 
few  imions  with  over  100,000  members  were 
included. 

The  number  of  unions  providing  pension  plan 
coverage  for  80  percent  or  more  of  their  members 
increased  from  15  percent  in  1954  to  31  percent 
in  1960.  They  included  12  of  the  43  large  unions 
that  bargain  for  100,000  workers  or  more.  At  the 
opposite  end,  pension  benefits  were  provided  less 
than  20  percent  of  the  workers  under  collective 
bargaining  agreements  of  over  25  percent  of  the 
unions,  including  8  of  the  43  large  imions.  Twenty 
percent  of  the  unions,  including  both  the  operating 
and  nonoperating  railroad  brotherhoods,  had  few, 
if  any,  members  under  negotiated  pension  plans  in 
1960  as  compared  with  over  a  third  of  the  unions 
in  1954. 

— Dorothy  R.  Kittker 
DivisioD  of  Wages  aod  lodustrial  RelatiODS 


Domestic  Employment  Attributable 
to  U.S.  Exports,  1960 

EnrroR's  Note. — TTiis  article  eummarizes  a  report 
of  the  same  title  on  the  results  of  one  phase  of 
a  study  underway  in  the  Bureau  of  Labor 
Statisi'cs  on  the  impact  of  foreign  trade  on 
domestic  employment.  It  presents  the  findings 
on  the  volume  arid  distrihution  of  domestic 
employment  attributable  to  United  States  mer- 
chandise exports.  Another  pari  of  the  study 
loill  contain  figures  shovnng  the  relationship 
of  imports  to  job  opportunities  in  the  United 
StaUs. 

An  estiuateo  3.1  million  workers  were  required 
directly  or  indirectly  to  produce,  transport,  and 
market  the  $20.7  billion  '  of  merchandise  exported 
by  the  United  States  in  1960  (including  mutual 
security  mihtary  and  economic  aid).  This  esti- 
mate includes  all  American  labor  involved  from 
the  raw  material  stage  to  delivery  of  the  export 
at  the  foreign  port. 

Exports  of  merchandise  from  the  United  States 
involve  all  sectors  of  the  economy  in  one  way  or 
another.  The  export  of  an  automobile,  for 
example,  requires  employment  not  only  in  the 
automobile  industry  in  the  manufacture  of  the 
automobile,  but  also  in  transporting  it  to  the  port 
of  export,  handling  the  transaction  through  an 
exporting  firm  or  an  export  sales  branch  of  the 
manufacturer,  loading  it  on  an  ocean  freighter, 
shipping  it  to  a  foreign  country,  and  insuring  the 
cargo.  All  of  the  foregoing  may  be  considered 
direct  employment  attributable  to  exports. 

In  addition,  a  substantial  amount  of  employ- 
ment is  created  in  supporting  industries  which 
produce,  transport,  and  market  the  raw  materials 
and  components,  such  as  steel,  tires,  glass,  and 
upholstery  cloth,  which  go  into  the  making  of  an 
automobile.  Also  to  be  taken  into  account  is 
employment  resulting  from  production  of  the 
proportionate  share  of  plant  and  equipment  used 
up  or  depreciated  in  the  course  of  producing  the 
automobile  and  component  parts.  All  of  these 
may    be    considered    the    indirect    employment 


■  Wben  the  valoe  of  ocean  transportation  on  U.S.  iiawili.  Insoiance  bandied 
by  U.S.  flnns,  and  OoTemment  export  payments  are  added,  the  value  Is 
S33.1bllUon. 
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attributable  to  exports.  The  estimated  indirect 
employment  does  not  include,  however,  the 
employment  resulting  from  the  income-generating 
effects  of  export-reIat«d  employment,  i.e,,  employ- 
ment required  to  produce  food,  clothing,  bousing, 
etc.,  purchased  by  workers  whose  jobs  are  attrib- 
utable to  exports.  It  also  excludes  government 
emplojrment. 

Briefly,  the  procedure  followed  in  converting 
value  of  exports  to  employment  consisted  of 
(1)  assigning  commodity  exports  to  the  producing 
industry;  (2)  deriving  indirect  output  required 
for  these  exports  from  each  of  the  export-support- 


ing industries;  and  (3)  converting  the  direct  and 
indirect  output  requirements  into  employment  by 
using  output  per  employee  ratios,  Nfethods  and 
sources  used  in  making  the  estimates  are  described 
in  greater  detail  in  a  technical  note  included  in 
the  full  bulletin  summarized  here. 

Of  the  estimated  3.1  million  workers  required 
directly  or  indirectly  to  produce,  transport,  and 
market  the  $20.7  billion  of  exports,  about  941,000 
were  on  farms  and -2, 140,000  in  nonfarm  industries. 
Because  of  the  family  nature  of  much  of  agricul- 
ture, the  farm  employment  estimate  covers  farm 
operators,    unpaid    family    workers,    and    hired 


Ehplotuent  Attribotable  to  Exports  and  Total  Euplotiient  ■  in  the  Prttatb  Econout, 

BT  Inddstbt  Geoup,  1980 

{In  thoujands] 


Indnstrr  snap 

Employment  attrlbatable  to 
exports 

Total  employ- 
ment In  the 
private  economy* 

Percent  of  employment  at- 
tributable to  exports 

Direct' 

Indirect" 

Total 

Direct 

Indirect 

Total 

ToUI  emplorment  < 

1,467.1 

1,614.6 

3,081.7 

63,866.0 

2.8 

3.1 

6.8 

Farm — .  .. 

NoQlorm 

<39l6 

027.6 

28.3 

64a6 

33.0 

6.0 

17.3 

17. « 

IL< 

IS 

13.1 

6.4 

46.3 

6.6 

14.0 

6.0 

11.8 

31.4 

28.1 

IM.2 

67.1 

•104.4 

27.0 

'36.0 

401.8 
1,212.8 
61.6 
647.0 
24.3 
6.8 

2ao 

6.7 
26.4 

2.3 
26.7 
24.6 
60.6 

lai 

14.2 

2.0 
17.7 
130.7 
44.3 
60.8 
36.2 
27.6 
64 
6.0 
•67.2 
78.3 
06.4 

m.t 
2iao 

041.4 
2,14a3 
80.0 
1,287.6 
67.8 
11.7 
47.3 
216 
3S.0 
6.1 
30.8 
30.0 

116.7 
16  7 
28.2 
80 
20.6 

171.0 
72.3 

324.0 
02.4 

131.0 
33.4 
42.0 
67.2 

108.6 

213.6 

14a  0 

2iao 

7,146.0 

46,7200 

700.0 

16,664.7 

1.778.6 

01.8 

044.1 

1.246.0 

624.7 

3iao 

607.1 

804.7 

804.7 

237.1 

387.0 

373.4 

610.0 

1.187.4 

1.13a2 

1,448  4 

1,336.3 

1.687.6 

327.3 

604.8 

0,786.0 
2,666.0 
16,006.0 

n 

7.6 
2.0 
4.0 
3.8 
1.8 
6.6 
2.0 
1.4 
1.0 
.8 
2.2 
.7 
6.7 
Z8 
3.6 
1.6 
1.0 
2.6 
2.6 
10  7 
4.3 
62 
8.3 
6.1 

"l.2 
4.6 
.1 

n 

6.0 
2.7 
87 
80 
1.4 
63 
11 

.6 
4.3 

.6 
4.6 
2.8 
86 
4.2 
87 

.8 
2.0 
11.8 
4.0 
4.8 
2.7 
1.6 
iO 
L3 

".8 
87 
.8 

183 

MUUnj _ 

MumlactarUc  • .— .. ..... . ........... 

117 
7.7 

TolMcoo  mannjieoim 

Taitlle  mm  prodact* ... 

12.8 
5.0 

PunUttm  and  flxtorej .... 

1  4 

Paper  and  allied  prodaets 

87 

PrlnUni,  pabluhlnt,  and  allied  Indonriea 

Chamlfili  and  allied  prodocta . 

Petioleiim  reflnlnj  and  related  Induitrtea 

86 

14.4 

LeaUier  and  leather  prodocu 

7.3 
2.4 

Stone,  clay,  and  tiaa  pnidacts 

4.8 

Primary  metal  Industries „ 

Fabricated  metal  ptodneta... „ 

14.4 

84 

Electrical  maetalnery,  eqalpment,  and  rapplles 

7.0 

_  Military  (Indirect).- i::::::;::::":::..: 

n 

12a  3 

iiai 
3a3 

2.0 

AH  otter' ._ ....".'.".~Z~"""". 

Employment  actrlbatoble  to  replacement  o(  plant'aod'eQiirpment' 
cnnmmed  »• 

.« 

'  Covan  ail  noiiiannwue  Mid  salary  employment  (eiciudlng  Kovemment) 
•nd  total  employment,  on  turns,  including  fann  operatora,  family  workera. 
Kid  employee*.  May  exoeed  actual  number  of  persona  em plored  because  of 
diiu)obboldlng. 

"Coven  employment  for  prodadnf,  tnnsporting.  and  martetlnj  goods  In 
Uw  form  In  which  eiported.  e.g..  iteel,  automobllet,  etc.     Employment 

atnred  for  tranaporuUon  of  goodi  I9  Included  In  trmnaportttion  Industry. 
1  ampIoTment  (or  marteting  In  trade  Industry. 

*  Ooven  employmant  in  the  lupportlng  industries  whlcb  prodooe.  trans- 
port ud  market  the  materiali,  components,  etc..  which  are  used  to  make  the 
tKOdocta  which  are  then  eiport«d.  For  erample.  the  Indirect  employment 
in  the  staeJ  Industry  Is  the  employment  required  to  make  the  steelwhlch  Is 
not  erported  as  stA^l  but  used  to  make  automobiles,  machinery  appliances 
and  labrlcaied  steel  products  which  are  tten  erported. 

•  Farm  employment  eiUmates  for  iwofrora  Farm  Labor,  U.  8  Department 
Of  AgricuJturp,  and  Cen/uj  of  Aoriaiiture,  U.  8.  Department  of  Commeroe 
BmBau  of  the  Census;  manufacturing  employment  estimates  from  1958 
airmrif  0/  Manufacture:  U.S.  Department  of  Commerce.  Bureau  of  the 
Census;  emplos^meat  (or  noamaooeaclnrlng  Industry  croupa  baaed  on  1940 
Mopjoyment  Mtlmates  by  the  U.S.  Deputment  o(  UEor.  ^usma  o(  Labor 
BCatMlc^  contained  In  Bmptofmetii  and  Eamlngt.  November  1981. 

<  Indodas  ezporu  o(  ina}or  mlUtary  end  Items  sach  ai  milltarr  Teblcles, 
•ucraft.  ships,  and  ordnaaoB  inHndipg  small  anns  and  ammaoitlaii.  Of  the 
total  miUtary  direct  employment  o(  (5.900  workers,  about  39.600  are  in  the 


transportation  equipment  Industry  group  and  26,300  In  ordnance  and  mis- 
celianeous  manufacturing. 

•  The  Indirect  employment  required  to  produce  major  military  erports  was 
not  estimated  in  detail  but  as  an  overall  figure  and  therefore  couid  not  be 
distributed  to  the  individual  lodustry  groups.  Fnr  this  reason,  the  Indirect 
employment  sbo^'n  for  military  goods  industries  does  not  refer  to  indirect 
employment  In  that  Industry  but  to  Indirect  employment  In  the  indasoies 
9uppl5-tng  materials,  paru,  components,  etc.,  to  the  military  goods Indurtrles. 
Because  the  Indirect  eraplovment  resulting  from  military  exports  could  not 
be  distributed  to  the  Individual  supporting  industries,  estimates  of  Indirect 
employment  In  each  of  these  industries  are  understated  to  some  eitent  and 
the  share  of  industry  employment  attributable  to  exports  is  also  undentated, 

>  Not  available. 

■  Excluding  eating  and  drinking  establishments. 

'  Covers  utllltia?,  communlajtloos.  all  business  services,  forestry,  fisheries, 
agricultural  services,  and  contract  construction, 

'•  Employment  required  lo  replace  plant  and  equipment  used  up  in  the 
course  of  producing,  transporting,  and  marketing  the  goods  exported  was 
estimated  as  an  ovefRli  total  ind  therefore  could  not  be  distributed  to  Indi- 
vidual Industry  groups.  Because  employment  couid  not  be  distributed  to 
machinery  and  construction  Industries  and  supporting  Industries,  estimate* 
of  indirect  employment  in  each  of  these  industries  are  understated. 


NOTS: 


o(  rounding.  Individual  values  may  not  add  to  totaL 
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workers;  the  nonfarm  employment  estimate 
covers  wage  and  salary  workers  only  (excluding 
government). 

The  jobs  attributable  to  exports  represented 
almost  6  percent  of  the  total  farm  and  private  non- 
farm  employment  in  1960,  with  export-related 
farm  jobs  accounting  for  13  percent  of  total  farm 
employment  and  exports-related  nonfarm  jobs  al- 
most 5  percent  of  total  private  nonfarm  employ- 
ment. (See  accompanying  table.)  It  required  on 
the  average  slightly  more  than  one  worker  in  sup- 
porting industries  for  every  worker  directly  in- 
volved in  making,  transporting,  or  marketing 
goods  for  export. 

The  employment  attributable  to  exports  varied, 
of  course,  from  industry  to  industry,  both  in  terms 
of  absolute  numbers  as  well  as  a  proportion  of  total 
employment  in  a  given  industry.  In  addition, 
there  was  interindustry  variation  in  the  ratio  of 
direct  to  indirect  employment. 

In  general,  industries  with  highly  fabricated 
products  such  as  machinery  and  transportation 
equipment  have  a  much  higher  proportion  of  direct 
than  indirect  employment  attributable  to  exports. 
Conversely,  the  industries,  such  as  mining,  chem- 
icals, and  primary  metals,  which  provide  the  raw 
material  for  the  more  fabricated  products  to  be 
exported  have  a  much  higher  ratio  of  indirect  to 
direct  employment  attributable  to  exports. 

Although  total  manufacturing  is  the  single  larg- 
est sector  in  the  array  of  export  employment,  it 
still  represents  less  than  half  the  total  (42  percent). 
The  farm  sector  accounts  for  almost  one-third  (31 
percent),  more  than  twice  its  proportion  of  total 
employment  in  the  private  economy.  Manufac- 
turing tJso  constitutes  a  larger  proportion  of  ex- 
port employment  than  of  total  employment,  but 
by  a  smaller  margin. 

Of  the  individual  manufacturing  industry  groups, 
five  stand  out  as  making  heavy  contributions  to 
export  employment:  chemicals,  primary  metals, 
machinery,  electrical  machinery,  and  transporta- 
tion equipment.  The  share  of  tlie  machinery  and 
primary  metals  industries  in  total  export  employ- 
ment would  be  even  higher  if  it  were  possible  to 
distribute  by  industry  the  indirect  employment 
attributable  to  military  goods  production  and  em- 
ployment attributable  to  replacement  of  plant  and 
equipment. 

— Eva  E.  Jacobs  anh  RoNALn  E.  Kutscher 
Di\isiOD  of  Productivity  and  TecbDOlogical  Developmenta 


Earnings  in  Life  Insurance 
Offices,  May-July  1961 

AcTOARiEs  (class  A),  performing  highly  complex 
and  specialized  studies,  averaged  $288.50  a  week 
in  May-July  1961,  and  were  the  highest  paid 
among  the  29  occupations  covered  by  a  survey 
of  salaries  in  life  insurance  offices  conducted  by 
the  Bureau  of  Labor  Statistics.'  Nationwide 
averages  for  the  remainder  of  the  jobs  studied 
ranged  from  less  than  $60  a  week  for  routine 
clerical  jobs  to  over  $155  for  experienced  under- 
writers and  data  processing  systems  analysts  and 
$190.50  for  class  B  actuaries.  Men  accounted 
for  about  a  fourth  of  the  107,800  nonsupervisory 
office  employees  in  establishments  within  the 
scope  of  the  survey,  and  substantially  out- 
numbered women  in  jobs  with  weekly  averages 
of  more  than  $100.  Regionally,  occupational 
averages  tended  to  be  highest  in  the  Pacific  and 
Middle  Atlantic  regions  and  lowest  in  the  South- 
east region.  Virtually  all  of  the  workers  covered 
by  the  study  were  provided  paid  holidays  and 
vacations,  as  well  as  various  types  of  insurance 
benefits. 

Earnings 

The  29  occupational  classifications  for  which 
earnings  data  were  obtained  and  reported  in  the 
accompanying  table  accounted  for  a  third  of  the 
nonsupervisory  office  employees  within  the  scope 
of  the  survey.  Nationwide  average  weekly  sala- 
ries for  the  14  occupations  predominantly  staffed 
by  men  ranged  from  $77  for  class  B  tabulating 
machine  operators  to  $288.50  for  class  A  actuaries. 
The  15  occupations  primarily  staffed  by  women 
accounted  for  four-fifths  of  the  nearly  36,000 
employees  for  whom  earnings  data  were  obtained. 
Average  weekly  earnings  for  these  occupations 
ranged  from  $53.50  a  week  for  class  B  file  clerks 
to  $83  for  class  B  correspondence  clerks. 


>  The  study  wu  limited  to  borne  offices  and  irgion&T  bead  offices  of  life 
liuumioe  companies  (part  of  Industry  group  631  as  defined  In  tbe  1057  edition 
of  tbe  Suindard  Induttriat  Clastifiealion  Manvat,  prepared  by  tbe  tJ.S.  Bureau 
of  tbe  Budget).  Local  end  regional  offices  not  having  all  or  nearly  all  of  tbe 
normal  Ufe  Insurance  admlnlstratlre  functions.  Including  underwriting,  and 
estabUshments  employing  fewer  than  M  employees  at  tbe  time  tbe  survey 
lists  were  compiled  were  excluded. 

Average  weekly  earnings,  as  used  In  this  article,  are  based  on  boure  for 
whlcb  employees  receive  their  ■tralgbt'tlme  salaries. 

A  more  comprehensive  account  of  tbia  mrvey  wUl  be  preeented  In  BL8 
Bull.  1334.  Indudtrjf  Wage  Surety:  Life  Inturonce,  Majt-Jutf  tKL 
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cojiiiion  oi  Statement  of  the  Coalition  of  Service  Industries,  Inc. 

s«vic«  induiww,  Inc.  and  the  MTN  Coalition  to  the 

Senate  Governmental  Affairs  Committee 
Subcommittee  on  Oversight  of  Govenunent  Mangement 

April  29, 1993 


We  appreciate  the  opportunity  to  submit  a  statement  to  the  Subcommittee  as 
we  share  your  concern  with  the  very  important  subject  of  government 
statistics  on  trade. 

The  Coalition  of  Service  Industries  (CSI)  is  an  association  of  U.S.  service 
companies  dedicated  to  raising  public  awqareness  of  the  importance  of  the 
service  sector  and  to  achieving  fair  and  equitable  treatment  for  service  firms 
domestically  and  abroad.  The  MTN  Coalition  is  a  broad-based  alliance  of 
American  private  sector  interests  committed  to  a  strengthened  and  more 
effective  multilateral  trading  system. 

The  thesis  of  CSI  and  the  MTN  Coalition  is  that  vastly  improved  statistics 
concerning  the  service  sector  would  present  a  more  accurate  picture  of  the 
U.S.  economy  and  thus  allow  decision  makers  in  the  private  and  public  sector 
to  make  better  informed  decisions. 

The  service  sector  is  the  fastest  growing  component  of  the  nation's  economy. 
Services,  generally  defined  to  include  the  entire  "non-goods"  producing 
sector,  represent  almost  70  percent  of  Gross  Domestic  Product  and  employ 
over  77  percent  of  the  workforce  in  the  United  States.  Every  state  has  more 
people  employed  in  service  jobs  than  in  manufacturing,  agriculture  or 
mining. 

Despite  the  importance  of  the  service  sector  to  the  nation's  economy, 
government  statistical  programs  have  not  kept  pace  in  describing  these 
dynamic  industries.  There  is  significant  lack  of  detail  in  virtually  every 
statistical  area  for  services — and  the  trade  data  is  no  exception. 

Trade  Data 

We  know  that  services  exports  have  grown  steadily  in  the  past  several  years, 
from  $77  billion  in  1986  to  $167  billion  in  1992 — an  increase  of  116  percent 
The  private  services  balance,*  which  in  1992  was  $59  billion,  has  been 
consistently  in  surplus  for  over  20  years. 

Still,  many  services  transactions  are  not  captured  in  either  the  balance  of 
payments  (BOP)  or  other  federal  surveys.  For  example,  current  trade  statistics 
on  financial  services  include  only  commissions  on  securities  and 


The  private  services  balance  excludes  receipts  and  payments  on  investments  and  government 
transactions  from  the  Current  Account 
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commodities  trading,  plus  a  few  types  of  services  rendered  by  commercial 
banks.  Not  available  are  revenues  from  such  activities  as  foreign  exchange 
trading,  portfolio  management,  merger  and  acquisition  advice  or  trading  in 
futures,  swaps  and  options — potentially  an  enormous  figure.  A  recent  report 
by  the  National  Research  Council  estimated  that  exports  of  goods  and  services 
were  underreported  by  over  $20  billion  in  one  year.  If  these  transactions  were 
added  to  the  trade  balance,  the  deficit  might  be  reduced  substantially. 

Even  using  the  data  at  hand  the  trade  picture  is  distorted.  Statistics  on 
manufactioring  are  reported  monthly,  and  are  picked  up  by  the  press  as  the 
"trade  deficit."  The  good  news  on  services  is  reported  quarterly  in  the  BOP 
and  is  largely  ignored.    (Covmtry  data  provides  a  good  example:  Our  widely 
reported  merchandise  deficit  with  Japan  is  offset  considerably  by  the  services 
surplus,  which  in  1992  was  over  $14  billion.)  If  the  overall  services  surplus  of 
$59  billion  is  added  to  the  $96  billion  merchandise  deficit,  the  true  trade  deficit 
in  1992  was  $37  billion.  This  is  a  small  portion  of  an  economy  that  exceeds  $6 
trillion. 

In  addition  to  cross-border  sales  of  services  reported  in  the  BOP,  a  large 
portion  of  international  service  business  is  conducted  through  locally 
established  affiliates.  Therefore,  data  on  affiliate  sales  are  needed  to  complete 
the  trade  picture.   Sales  of  services  through  foreign  affiliates  in  1990 — the 
latest  year  data  are  available — amounted  to  $118  billion.  Added  to  cross- 
border  sales  for  that  year  of  $138  billion,  this  equals  total  U.S.  sales  of  services 
of  $256  billion. 

Unfortunately,  the  government  publishes  sales  of  services  through  foreign 
affiliates  annually  and  the  data  usually  lag  about  two  years.  These  data  are 
not  comparable  with  BOP  data  and  are  based  on  the  industry  providing  the 
services,  not  the  service  being  provided.  This  practice  categorizes  many 
services  transactions  under  manufacturing  businesses. 

To  their  credit,  the  federal  government  has  made  important  improvements 
to  services  data  over  the  last  ten  years.  Census  has  added  conununications 
and  transportation  surveys,  and  information  on  the  FIRE  group  (finance, 
insurance  and  real  estate)  will  be  available  for  the  first  time  in  1994. 
However,  despite  the  rapid  growth  in  federal  government  spending  over  the 
past  decade,  total  budget  authority  for  the  major  statistical  agencies  has 
declined.  Adequate  appropriation  is  necessary  if  services  programs  are  to  be 
expanded  and  improved — indeed  if  all  data  are  to  keep  pace  with  the  rapidly 
changing  international  business  environment. 

The  United  States'  statistical  system  is  among  the  finest  in  the  world,  but 
problems  of  timeliness,  accuracy,  comparability,  and  usefulness  must  be 
addressed.  Good  public  policy  depends  on  good  information. 
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Attached  is  a  statement,  'Trade  Statistics,"  of  the  MTN  Coalition  published 
March  16, 1993  addressing  the  question  of  the  true  U.S.  trade  deficit.  The 
statement  also  describes  the  MTN  Coalition. 
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Summary:  The  1993  Current  Account  figures  published  today  indicated  a  true  US  trade  deficit 
(combining  the  1992  merchandise  trade  deficit  with  the  1992  private  services  surplus)  of  $37.2 
billion. 

March  16. 1993         The  Department  of  Commerce  today  released  its  Current  Account  figures  for 
1992.  indicating  a  Current  Account  deficit  of  $62.4  billion.  With  the  release  of  the  1992  Current 
Account  and  its  components,  the  true  US  trade  deficit  for  1992  can  be  computed.  The  true  trade 
deficit  combines  the  merchandise  deficit  and  the  private  services  surplus  and  is  $37.2  billion  for 
1992. 

The  Current  Account  measures  all  international  transactions  for  the  year.  Within  the  Current 
Account  are  the  merchandise  trade  deficit  for  1992  of  $96.3  billion  and  the  private  services  surplus 
of  $59. 1  billion.  In  addition,  the  Current  Account  includes  government  payments,  incoming  and 
outgoing,  and  income  from  investments,  also  incoming  and  outgoing.  These  flows  are  not 
included  in  either  the  merchandise  figures  or  the  private  services  figures. 

"Merchandise"  includes  all  types  of  goods,  including  manufactured  goods,  chemicals,  agricultural 
commodities  and  minerals.  "Private  services"  consist  of  all  kinds  of  exports  and  imports  of  the  US 
service  sector.  Some  of  the  principal  expon  categories  include  air  passenger  travel,  inbound 
tourism,  professional  services,  financial  services,  audio/video  rentals,  construction  and 
engineering  services,  education  services,  insurance  services  and  medical  services. 

For  1991,  the  true  trade  deficit  was  $21.2  billion,  derived  from  the  1991  merchandise  deficit  of 
$73.4  billion  and  the  private  services  surplus  of  $52.2  billion. 

The  United  States  services  surplus  has  been  rising  rapidly,  setting  a  new  record  each  year  for  the 
past  several  years.  The  1992  figure  is  $59.1  billion.  The  1991  figure  was  $52.2  billion,  and  in 
1990  the  U.S.  services  surplus  was  $43  billion.  Service  exports  also  hit  records  in  those  years. 

1992  merchandise  exports  rose  6%  to  $439  billion,  a  remarkable  achievement  considering  that 
most  other  major  markets  are  currenUy  in  recession  or  very  slow  growth. 

Hany  L.  Freeman  March  16,  1993 

Executive  Director 


The  MTN  Coalition  is  a  broad-based  alliance  of  American  private  sector  interests  firmly  committed  to  a  strengthened 
and  more  effective  multilateral  trading  system.  Our  14,000  members  include  U.S.  corporations  of  all  sizes  from  a 
broad  spectrum  of  industnes.  consumer  groups,  and  agricultural  interests.  We  strongly  advocate  a  comprehensive  and 
strong  conclusion  to  the  Uruguay  Round  of  mululateral  trade  negotiations  under  the  auspices  of  the  GATT. 
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EXCERPT  FROM  BOOK  ENTITLED  "NAFTA:   AN  ASSESSMENT," 
BY  DRS.  GARY  CLYDE  HUFBAUER  AND  JEFFREY  J.  SCHOTT, 
SENIOR  FELLOWS,  INSTITUTE  FOR  INTERNATIONAL  ECONOMICS, 
INCLUDING  LONG-TERM  SCENARIO  OMITTED  FROM  BOOK,  1/14/93. 
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Bnited  ^mts  Senate 

COMMITTEE  ON 
GOVERNMENTAL  AFFAIRS 

WASHINGTON.  DC  205 10-6250 


June  14,  1993 


The  Honorable  Ronald  H.  Brown 

Secretary 

U.S.    Department   of   Conunerce 

14th  Street  and  Pennsylvania  Avenue,  N.W. 

Washington,  D.C.  20230 

Dear  Mr.  Secretary: 

On  April  28,  the  Subconunittee  on  Oversight  of 
Government  Management  held  an  important  hearing  on  the 
North  American  Free  Trade  Agreement  (NAFTA) .   This 
hearing  confirmed  that  the  data  used  to  promote  NAFTA  to 
members  of  Congress  and  the  public  are  misleading  and 
distort  the  true  export  picture. 

Because  of  these  distortions,  we  take  issue  with 
your  use  of  the  Department  of  Commerce  publication 
entitled  "U.S.  Exports  To  Mexico:   A  State-By-State 
Overview  1987-1991."   This  book  details  the  level  of 
gross  exports  to  Mexico  on  a  state-by-state  basis  and 
links  those  exports  directly  to  jobs  in  each  state  based 
on  the  Department  of  Commerce  publication  "U.S.  Jobs 
Supported  by  U.S.  Merchandise  Exports  to  Mexico."   The 
distortions  in  this  methodology  are  twofold.   First, 
looking  only  at  gross  exports  with  respect  to  job  growth 
ignores  the  job  dislocation  impact  of  imports.   Second, 
not  all  exports  are  job  creating;  some,  in  fact,  cause 
job  loss.   We,  therefore,  urge  you  to  discontinue  the 
use  of  the  state-by-state  exports  book  and  let  the  NAFTA 
debate  be  argued  on  its  own  merits  without  misleading 
export  data. 

Let  us  describe  these  problems  in  more  detail. 
Proponents  of  NAFTA  claim  NAFTA  will  be  good  for  the 
U.S.  because  U.S.  exports  to  Mexico  will  grow  more  and 
exports  mean  more  U.S.  jobs.   The  Commerce  Department 
estimates,  in  its  report  entitled  "U.S.  Jobs  Supported 
by  U.S.  Merchandise  Exports  to  Mexico,"  that  for  every 
billion  dollars  worth  of  U.S.  exports  to  Mexico,  rouqhly 
20,000  jobs  are  created. 
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We  are  told  over  and  over  again  that  increased 
exports  are  directly  translated  into  job  growth.   For 
example,  we're  told  that  about  31,000  jobs  in  Michigan 
depend  upon  exports  to  Mexico.   Economists,  government 
agencies  and  trade  analysts  have  used  this  assumption 
to  project  future  job  gains  through  even  larger  exports 
under  NAFTA.   But  the  Commerce  Department  projections  on 
job  gains  include  only  half  of  the  real-life  equation. 
In  a  trade  agreement,  both  sides  reduce  barriers, 
increasing  exports  in  both  directions.   We  have  not  seen 
a  Commerce  Department  estimate  of  how  many  U.S.  jobs 
will  be  lost  because  we  will  be  importing  more  products 
from  Mexico  instead  of  producing  them  at  home.   To  be 
credible,  projections  on  job  gains  must  factor  in  both 
imports  and  exports,  not  just  gross  exports. 

And  we  cannot  simply  assume  that  all  exports  to 
Mexico  mean  job  growth.   In  fact  it  is  not  unusual  for 
U.S.  exports  to  grow  while  U.S.  jobs  are  lost,  not 
gained.   First,  if  a  parts  factory  in  Michigan  employing 
2,000  people  supplies  a  car  assembly  factory  in  Michigan 
employing  1,000  people,  there  are  no  exports  involved. 
But  if  the  assembly  plant  is  now  moved  to  Mexico,  and 
the  parts  are  still  supplied  to  that  assembly  plant  from 
Michigan,  U.S.  exports  to  Mexico  have  gone  up  --  those 
parts  are  now  exports  —  but  the  1,000  U.S.  assembly 
jobs  have  been  lost  in  the  transaction. 

Second,  at  the  hearing  the  Census  Bureau  testified 
that  all  machinery  and  equipment  are  counted  as  exports, 
even  though  that  equipment  may  be  exported  in  order  to 
relocate  a  former  American  factory  into  another 
country.   In  that  case,  although  exports  have  gone  up, 
U.S.  jobs  have  been  lost,  not  gained. 

Third,  Mexico's  maquiladora  program  allows  U.S. 
companies  to  ship  raw  materials  and  parts  into  Mexico 
duty  free  providing  the  finished  or  partially  assembled 
product  is  shipped  back  to  the  U.S.  or  exported  to 
another  country.   GAO  testified  at  the  hearing  that  all 
the  supplies  and  materials  sent  to  maquiladoras  are 
counted  as  exports  from  the  U.S.  and  all  the  products 
shipped  back  to  the  U.S.  for  sale  are  counted  as  imports 
even  though  the  materials  were  simply  shipped  to  Mexico 
for  assembly,  not  consumption.   We  have  not  created  a 
new  export  market  for  U.S.  goods  with  maquiladora 
trade.   Instead,  we  are  simply  trading  those  parts  with 
ourselves.   Yet,  in  our  trade  data,  these  shipments  to 
and  from  maquiladoras  --  comprising  roughly  39  per  cent 
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of  our  total  trade  with  Mexico  —  are  counted  by  our 
federal  agencies  as  exports  and  imports  even  though  they 
don't  represent  real  trade  with  Mexico. 

Finally,  state-by-state  trade  data  is  weak  and 
unreliable.   Trade  officials  acknowledge  that  a 
significant  percentage  of  the  exports  attributed  to  a 
specific  state  may  actually  not  be  from  that  state. 
Commerce  Department  personnel  who  compiled  the  report  on 
state-by-state  exports  to  Mexico  acknowledged  that  the 
Department  has  no  way  of  tracking  exports  from  any 
particular  state,  but  can  track  only  the  U.S.  points 
from  which  exports  leave  the  country. 

The  Commerce  Department  has  nonetheless  published 
and  used  this  book  to  advertise  the  importance  of  NAFTA 
by  localizing  export  figures  to  Mexico  on  a 
state-by-state  basis  and  claiming  that  all  exports  from 
those  states  create  a  specific  number  of  jobs  in  those 
states.   Again,  because  of  the  distortions  described 
above,  we  urge  you  to  discontinue  the  use  of  the 
state-by-state  exports  book. 


Sincerely, 


^arl  Levin 
Chairman 


Subcommittee  on  Oversight  of  Government  Management 
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